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FRONT OF THE CAPITOL AT WASHINGTON 


This view of the Capitol building comes from a steel plate engraving from a drawing by 
W. H. Bartlett around 1840. 

The book in which this and other views were originally published, American Scenery, re- 
cords that ‘‘The Capitol presents a very noble appearance... and from what is shown of 
the proportions and size of the building, a very imposing effect is produced. Its height, the 
ascending terraces, the monument and its fountain, the grand balustrade of freestone which 
protects the offices below, and the distinct object which it forms, standing alone on its lofty 
site, combine to make up the impression of grandeur, in which its architectural defects are 
lost or forgotten. ”’ 

Referring to the then-swampy area at the foot of Capitol Hill, the book observes, ‘‘This, 
however, and other features of desolation which belong to so thinly settled a metropolis, 
are said, by the defenders of Washington’s foresight, to answer one of his chief ends, in the 
location of the Capitol far from any commercial centre—that to prevent intimidation or 
interference from the people, the legislative capital should be thinly peopled, and in the 
power exclusively of the legislators themselves. The district of Columbia, accordingly, 
which was presented and set apart to the General Congress, by the different states, has a 
sort of civic government, of which the President of the United States held, in the first in- 
stance, the office of Mayor, and by its distance from the sea, and the natural independence 
of its position, it is impossible it should ever become a commercial or a thickly populated 
mart.”” 
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ELMER B. STAATS 


COMPTROLLER GENERAL OF THE UNITED STATES 


Federal Policies For 
Regulating Carcinogenic 
Compounds 


At the annual meeting of the Institute of Medicine, National 
Academy of Sciences, the Comptroller General was invited to 


discuss GAO’s work in reviewing Federal policies for regulating 


cancer causing chemicals in our environment. The Comptroller 
General discussed a 1976 GAO report on the subject and also 
reviewed the tobacco smoking controversy. The following 


article is adapted from his remarks, which were presented on 


October 28, 1976. 


In recent years, the General Ac- 
counting Office has placed increased 
emphasis on evaluating the effec- 
tiveness of Federal programs and 
suggesting ways in which these pro- 
grams can be made more cost effective. 
This does not mean that we have lost 
our interest in the financial aspects of 
these programs nor in the economy and 
efficiency with which these programs 
are managed. It simply means that we 
are attempting to carry out the intent of 
the Congress in legislation enacted in 
1970 and expanded upon in 1974 to ful- 
fill GAO’s longstanding mandate to 
analyze the costs and benefits of Federal 
programs. 

We in GAO also have a unique 
opportunity—because of our central 
location in the legislative branch—to 
examine programs whose impact or 
responsibility is vested in several Fed- 
eral agencies. Federal health care and 
health research programs are excellent 
examples. The report on one of our 


GAO Review/Winter ’77 


examinations was dated June 16, 1976, 
and entitled ‘Federal Efforts to Protect 
the Public From Cancer Causing Chemi- 
cals Are Not Effective’ 
(MWD-76-59). 

The basic reason for the conclusion 
stated in this report—and in the 
title—was that some chemicals which 


Very 


are known to produce cancer are not 
regulated at all and that the Federal 
Government, through the seven agen- 
cies charged with some phase of regu- 
lation, does not have uniform policies. 


Chemicals and Cancer 


Chemicals found in our environ- 
ment—the air and water, our food, our 
workplaces, cigarettes, and other tobac- 
co products—are evidently responsible 
for a considerable portion of the cancer 
cases reported in this country. There 
have been estimates that up to 90 per- 
cent of cancer is caused by environ- 
mental factors. 
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We, as individuals, can exert very lit- 
tle control over our exposure to environ- 
We have little 
choice but to breathe our city’s air or 


mental contaminants. 


drink the water piped into our homes. 
Some exposures, such as drinking alco- 
holic beverages and smoking, are large- 
ly voluntary at their outset, although I 
should note that the voluntary initial ex- 
posure is often conditioned by social 
pressures. When and if addiction oc- 
curs, it would be difficult to call further 
exposure “voluntary.” 

Most exposures seem to be a mixture 
of voluntary and involuntary, although 
the involuntary aspects of the exposure 
seem to clearly predominate. For in- 
stance, there has been discussion recent- 
ly of possible links between cancer and 
diet, particularly high-fat diet. Certainly 
you can exercise control over your diet, 
even to the extent, as some have, of be- 
coming a vegetarian. But in a society 
seemingly dedicated to consuming large 
quantities of red meat, control is diffi- 
cult. 

Since we can exert only limited con- 
trol over the environmental contami- 
nants in our daily lives, it is important 
that the Federal agencies empowered to 
protect us from exposure to harmful 
chemicals have rational and efficient 
programs for research and regulation. 

In our report, we concentrated on in- 
voluntary exposure of humans to envi- 
ronmental factors, making only pass- 
ing reference to the role of social and 
individual habits in cancer causation. I 
wish to discuss here Federal cancer re- 
search and regulatory policy and Fed- 
eral policies on tobacco as they relate to 
health, highlighting the findings from 
our report on these subjects. 

The principal authority for identify- 
ing and/or regulating cancer-causing 


chemicals or the products in which they 
appear is centered in seven Federal 
agencies. 

The National Cancer Institute spon- 
sors most of the Government’s research 
on cancer’s cause and prevention; the 
National Institute of Environmental 
Health Sciences, the National Institute 
for Occupational Safety and Health, and 
some regulatory agencies also conduct 
or sponsor such research. The Environ- 
mental Protection Agency is responsible 
for clean air and water and safe pesti- 
cides; the Occupational Safety and 
Health Administration sets and enforces 
standards to protect workers from safety 
and health hazards, including haz- 
ardous chemicals, in workplaces; the 
Food and Drug Administration is 
responsible for the safety of foods, food 
and color additives, drugs, medical de- 
vices, and cosmetics; and the Consumer 
Product Safety Commission has jurisdic- 
tion over every consumer product not 
covered by any other agency, except 
those products specifically excluded by 
the Consumer Product Safety Act. 

Several sources indicate that almost 2 
million chemical compounds exist today 
and that about 250,000 new compounds 
are created annually. About 300 to 500 
new compounds, some of which may be 
carcinogenic, get into the environment 
and into commercial use each year, and 
for most of them there is no Federal 
authority requiring that they be proven 
safe before significant human exposure 
occurs through use or marketing. 


Regulation 


For the Government, ease of regula- 
tion of chemical carcinogens depends on 
where the burden of proof as to the safe- 
ty of chemicals lies. That is, must the 
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manufacturer prove that a chemical is 
safe before the chemical can be used or 
marketed, or must the Government 
prove lack of safety after the chemical is 
already in use? 

The recently enacted Toxic Sub- 
stances Control Act gives the Environ- 
mental Protection Agency the authority 
to require that chemical manufacturers 
test products that may pose an unrea- 
sonable risk to human health or the 
environment. Companies planning to 
produce a new chemical or to market an 
existing substance for a new purpose 
now have to notify EPA 90 days in ad- 
vance, giving the agency a chance to 
hold up marketing while more testing is 
being done or even to ban a chemical in 
an extreme case. 

The act does not apply to foods, food 
and color additives, drugs, or pesticides, 
all of which are already regulated and 
require pre-market clearance by the 
Government. 


GAO Recommendations 


In our report we recommended a 
coordinated and uniform Federal policy 
to deal with the unresolved scientific is- 
sues, which, in our opinion, have ham- 
pered more effective regulation and re- 
search efforts. Among these unresolved 
issues are the following: 

— Which chemicals should be tested? 

— How should tests be conducted? 

—How should test results be evalu- 

ated? 

— What do animal tests mean for hu- 

mans? 

Although the Federal agencies in- 
volved agreed that a uniform Federal 
policy was needed, they did not agree on 
which agency should develop it. We 
recommended that the Director of the 
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National Cancer Institute be given that 
responsibility because of the authority 
vested in him by the National Cancer 
Act of 1971. Section 407 of the act re- 
quires that the National Cancer Insti- 
tute Director develop a cancer research 
program that would be coordinated with 
related programs of other research insti- 
tutes and other Federal and non-Federal 


programs. 
We did not intend that the Cancer 
Institute unilaterally set regulatory poli- 


cies or policies for other research agen- 
cies. However, we did intend that it be 
the focal point for seeing that a uniform 
policy is established and that it more 
actively coordinate all Federal policies 
dealing with carcinogens so that these 
policies reflect the latest scientific ad- 
vances and afford maximum protection 
to the public. 

We believe that the matters I will 
touch on here—the question of what is 
tested, how the tests are performed, and 
how the results are evaluated— must be 
addressed and agreed upon by all agen- 
cies. Regulation of carcinogens would 
proceed more smoothly and rationally if 
Federal test 
guidelines and procedures for deter- 


agencies had uniform 
mining whether a tested chemical is a 
carcinogen. We believe that these issues 
are among the most important that must 
be resolved by a coordinated Federal 
policy on chemical carcinogens. 


Selection of Chemicals 
For Testing 


Because the Government has the bur- 
den of proving whether or not many of 
the chemicals in our environment are 
carcinogenic, it must use its limited 
testing resources wisely. This means 
that strict criteria must be used in 
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selecting chemicals for testing. The 
Cancer Institute is now considering pro- 
duction and public exposure data, in ad- 
dition to chemical structure, when se- 
lecting chemicals for its testing pro- 
gram. 

The Cancer Institute is the only Fed- 
eral agency that routinely tests large 
numbers of chemicals for their cancer 
causing potential. These tests have 
short-term impact on regulatory deci- 
sionmaking by such agencies as FDA 
and EPA. However, the principal func- 
tion of the Cancer Institute is to deter- 
mine why certain chemicals cause can- 
cer, and how we can intervene in the 
process of carcinogenesis. 

It thus becomes necessary ‘. _egre- 
gate for policy purposes and for this 
discussion the testing of chemicals for 
regulatory purposes from the study of 
chemicals as part of a basic research 
program on the mechanisms of chemical 
carcinogenesis. 


Animal Testing 


Because testing suspected chemicals 
on humans is neither ethical nor prac- 
tical, scientists use animals. Animal 
testing takes from 3 to 4 years from start 
to finish and now costs from $150,000 to 
$205,000 for each chemical. Experience 
indicates that chemicals that are car- 
cinogenic in animals are also carcino- 
genic in people,and vice versa. The way 
a test is designed—the number of ani- 
mals used, dose levels, the length of the 
test, and other laboratory conditions— 
can directly affect the validity of the 
results and their value to regulatory 
agencies. 

The Cancer Institute has developed 
standard testing guidelines which com- 
mercial labs under its contract follow 


when conducting animal tests. Institute 
officials hope that these guidelines, 
issued in January 1975, will (1) make 
research results more easily comparable 
and more applicable to humans, (2) in- 
crease the tests’ sensitivity, and (3) pro- 
vide better data for regulatory agency 
decisionmaking. Unfortunately, how- 
ever, the regulatory agencies have not 
agreed on a set of standards, or mini- 
mum guidelines, for testing suspected 
carcinogenic chemicals. Cancer Insti- 
tute officials believe that tests con- 
ducted according to their guidelines will 
provide an adequate scientific base for 
regulatory actions, but apparently regu- 
latory agencies are not as confident as 
the Cancer Institute. 


Extrapolating Results 


One of the most critical problems in 
regulating carcinogens is trying to pre- 
dict the human risk of relatively low ex- 
posures to chemicals solely on the basis 
of the results of animal tests. 

Historically, toxicologists have ap- 
plied “‘safety factors’? to animal test 
results and have assumed that an ani- 
mal’s reaction would not differ from a 
person’s reaction by more than that fac- 
tor. Application of safety factors has 
been predicated on a disease meeting 
the following three conditions: 


—The disease process is reversible. 
—A safety threshold exists. 
—The chemical is acutely toxic. 


Unfortunately, these conditions do not 
hold for cancer. The cancer process 
seems to be irreversible, no safety 
threshold for a carcinogen can be meas- 
ured, and cancer is a disease which 
often occurs after chronic exposure to 
low levels of a chemical, with disease 
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becoming apparent many years after ex- 
posure to the chemical occurred. 

The application of ‘‘safety factors’ to 
carcinogens is, therefore, not consistent 
with the scientific understanding of the 
carcinogenic process. 

Most scientists agree that a chemical 
that causes cancer in animals is a poten- 
tial cancer hazard for humans. Most sci- 
entists also agree with the Director of 
the National Institute that 
“‘there is no practical scientific method 
to prove experimentally the safety of any 
level of exposure to a carcinogen.” 
Thus, any chemical that causes cancer 
in animals is presumed to be a potential 
cause of cancer in humans, regardless of 
the level of human exposure. 


Cancer 


Factors Other Than 
Public Health 


In some cases, however, laws require 
that regulatory agencies take into ac- 
count factors other than the carcino 
genic risks of a chemical when deciding 
whether or how to regulate the chemical. 

If regulatory agencies took only scien- 
tific factors into account when deciding 
how or whether to control human expo- 
sure to carcinogens, given current scien- 
tific knowledge, demonstration that a 
chemical causes cancer in animals 
would be sufficient for them to set a zero 
exposure level to the chemical for hu- 
mans; this would effectively ban many 
widely used chemicals and would also 
pose problems for marketing of food- 
stuffs which have become inadvertently 
contaminated with persistent pesticides, 
such as Dieldrin or natural carcinogenic 
substances such as aflatoxins. 

There are rare pieces of legislation, 
such as the Delaney Clause of the Food, 
Drug, and Cosmetic Act, which require 
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that a chemical be banned for human 
use once it has been shown, by “‘appro- 
priate’’ tests, to cause cancer in animals. 
More commonly, however, laws require 
regulatory agencies to weigh health 
risks against the social, economic, and 
other possible benefits of a chemical for 
which regulation is being considered. 
Therefore, decisionmaking by regula- 
tory agencies on carcinogens usually in- 
volves both scientific and nonscientific 
data. 

For instance, the Federal Environ- 
mental Pesticide Control Act of 1972 
defines a pesticide’s ‘‘unreasonable 
adverse effects on the environment’ as 
“‘any unreasonable risk to man or the 
environment, taking into account the 
economic, social, and environmental 
costs and benefits of the use of any 
pesticide.”’ This legislative language 
calls for balancing the risk of cancer 
against such factors as crop yield and 
quality, and the cost of producing a crop 
without resorting to the pesticide in 
question. 

In early 1975, the Office of Manage 
ment and Budget required executive 
branch agencies—including FDA and 
OSHA—to prepare inflationary impact 
statements for any proposed regulatory 
action. 

When Federal agencies take into ac- 
count factors other than scientific data 
when regulating carcinogens, such non- 
scientific factors should be clearly iden- 
tified in the public records of the regula- 
tion, and should not be confused with 
scientific data. Further, it is necessary to 
avoid attributing a regulatory decision 
to scientific data when the decision is 
really based on nonscientific data. It is 
important that risk-benefit balancing 
show the impact on public health of reg- 
ulating—or not regulating—a chemical, 
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as well as the impact of the regulation 
on the balance sheets of an industry or 
the pay envelopes of a group of workers 
or costs to the consumer. 


Report Conclusions 


Our report concluded that the public 
has been exposed to carcinogenic chem- 
icals such as asbestos and benzidine. In 
addition, new chemicals which may be 
carcinogenic are entering the environ- 
ment because in some cases premarket 
testing is insufficient or lacking. For ex- 
ample, indirect food additives, such as 
packaging materials, which migrate to 
the food in amounts of less than one or 
two parts per million, do not always 
receive the long-term tests which cancer 
experts agree are necessary to deter- 
mine a chemical’s carcinogenicity. 

Even if all chemicals receive long- 
term tests, Federal agencies have prob- 
lems accepting the results of those tests 
and applying them to people because 
the agencies do not have minimum test 


guidelines for determining a chemical’s 


carcinogenicity or scientific principles 
to help the agencies apply animal test 
results to humans. . 

As a result of these problems, some 
carcinogenic chemicals are not regu- 
lated at all, while others receive in- 
consistent regulation. A uniform Feder- 
al policy on how to identify and regulate 
chemical carcinogens is needed. Some 
of the issues which we believe should be 
included in such a policy are the 


—chemicals that should be tested, 

—test guidelines that should be 
followed, 

— procedures that should be used for 
evaluating test results, and 

—factors other than public health 
which should be considered. 


Smoking 


Now I would like to deal with some of 
the policy issues that surround the 
smoking-disease controversy. There is 
scientific evidence linking smoking and 
illness, and the Cancer Institute has 
made efforts to develop a less hazardous 
cigarette. To emphasize the smoking- 
lung cancer connection, let me repeat 
the conclusion of the 1974 Surgeon Gen- 
eral’s report on the health consequences 
of smoking: ‘‘Recent epidemiological 
evidence confirms that cigarette smok- 
ing is the major cause of lung cancer for 
both men and women.”’ 


We have also heard that the psycho- 
logical aspects of smoking are being 
investigated to find out why people 
smoke. In addition, scientists are ex- 
ploring the physiology of smoking to 
learn about any biochemical depend- 
ence smokers may develop. 


The Federal role for dealing with so- 
called voluntary carcinogens other than 
tobacco has generally been limited to re- 
search and education. However, the 
Federal role in dealing with tobacco use 
has been much more complex. I would 
like to briefly review that role now, 
touching on the economics of tobacco 
use and regulation, some of the factors 
that brought us to where we are today in 
tobacco regulation, and some possible 
avenues that tobacco regulation can fol- 
low in the future. 


I will not be offering any answers to 
the difficult policy problems that have 
surrounded this issue for so many years. 
Rather, I would hope to stimulate both a 
broader view of the problem and more 
focus on specific areas in which to 
concentrate future research and deci- 
sionmaking. 
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Economics of Tobacco 
Use and Regulation 


The Federal Government is involved 
in encouraging as well as restricting 
tobacco use. American tobacco growers 
have had, in one form or another, price- 
support and production-control pro- 
grams since such programs were first 
authorized by the Agricultural Adjust- 
ment Act of 1933. 

Cigarette manufacturing is 
centrated in six companies that account 
for over 99 percent of the total U.S. 
production. As early as 1957, however, 
these companies began exploring the 
benefits of product diversification, and 
by 1973 nontobacco sales for these firms 
ranged from 18 to 60 percent of total 
sales. 

Federal and State tobacco taxes bring 
in about $6 billion annually and now 
amount to about half of the consumer 
price for cigarettes. Interestingly 
enough, while every State taxes ciga- 
rettes, as of last year only 19 States 
taxed other tobacco products. 

Exports have also contributed to the 
economic importance of tobacco. Since 
1954 the Federal Government has de- 
veloped several programs to aid tobacco 
exports, including Food for Peace. 


con- 


History of Tobacco Regulation 


Early regulation of tobacco was re- 
lated to misleading advertising. In the 
early 1950s medical evidence began 
linking smoking and disease. Medical 
experts expected the public to heed the 
available evidence and give up smoking. 
Instead, the public taste switched from 
regular cigarettes to the new filter-tips, 
which tobacco company advertising 
claimed could reduce the smoker’s ex- 
posure to tar and nicotine. 
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After a series of give-and-take sessions 
between industry and government, this 
form of unsubstantiated advertising was 
voluntarily withdrawn. Government ef- 
forts then shifted from the truth-in- 
advertising approach to a more active 
campaign to protect public health. The 
Federal Trade Commission proposed 
regulating cigarette labeling in 1964. 
However, the Congress enacted the Fed- 
eral Cigarette Labeling and Advertising 
Act of 1965, preempting FTC’s efforts. 

Actually, legislation had been intro- 
duced as early as 1955 which would have 
regulated tobacco labeling of contents; 
but up to now, the Government has 
passed only the 1965 Act, the Public 
Health Cigarette Smoking Act of 1970 
which banned cigarette advertising on 
radio and television, and the Little 
Cigar Act of 1973 which made little 
cigars subject to the same advertising 
restrictions as cigarettes. 


Future Tobacco Regulation 


Obviously, the key issue in discussion 
of future tobacco regulation should be: 
How far should the Government go to 
protect individual’s health. The 
need for cancer research such as I dis- 


any 


cussed earlier does not seem to be in- 
volved in the controversy. In fact, both 
the industry and the Government seem 
committed to supporting further re- 
search into the connection between 
tobacco and disease. 

Public education efforts, including 
the warnings on labels and the ban on 
radio and television advertising, have 
apparently been unsuccessful. It has 
been suggested that the policymakers 
who favored this approach simply mis- 
understood the attractiveness and pleas- 
ure of smoking. 
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In any event, the anti-smoking lobby 
wants the Government to be more in- 
volved in tobacco regulation by restrict- 
ing tobacco’s use or controlling the con- 
tents of cigarettes. Let me restate some 
possible ways that the Government can 
regulate tobacco. 


1. The Congress could make Govern- 
ment policy more consistent by elimina- 
ting tobacco programs for growers, pro- 
tective tariffs, and export subsidies. In 
this case, however, the 
must consider its own economic stake, 
especially in the balance-of-payments 
area. The Congress could also make its 
policy more consistent by eliminating 
the laws on labeling and advertising, 


Government 


thereby removing marketing restric- 
tions. 


2. The tar and nicotine content of 
cigarettes could be limited to ‘‘accept- 
able’’ levels. Senator Moss has intro- 
duced a bill which would require the 
Federal Trade Commission to do just 
that. I understand that one problem 
with this approach may be that nicotine 
in cigarettes may have no disease- 
producing ability but may merely be the 
addicting agent. If that is true, scientists 
may prefer cigarettes with low tar to pre- 
vent disease and high nicotine to satisfy 
the physiological needs of the smoker. 


3. Elimination of all tobacco advertis- 
ing may be a little extreme and may 
have little impact on cigarette use. The 
ban on radio and television advertising 
has apparently had little long-term ef- 
fect on cigarette sales, and has allowed 
the tobacco firms to cut their expenses 
and increase their profits. 


4. Increasing Federal and State 
taxes, thereby raising the cost to the 
consumer, is an available option. Some 


economists point out that Federal ciga- 
rette taxes have not kept pace with other 
Federal revenues. In 1950, Federal ciga- 
rette taxes were about $1.2 billion and 
the total Federal revenues were about 
$41 billion; in 1975, cigarette taxes 
brought in $2.3 billion of total revenues 
of $281 billion. 


5. Senator Kennedy of Massachusetts 
and Senator Hart of Colorado have in- 
troduced a bill to tax cigarettes on the 
basis of their tar and nicotine content 
and use these tax revenues for increased 
support of biomedical research. Another 
option would be to use these revenues to 
subsidize cancer wards in public hospi- 
tals. 


6. Several local governments have 
passed ordinances banning smoking 
from public places. We now have smok- 
ing and non-smoking sections in air- 
planes and other types of commercial 
transportation, and some Government 
cafeterias—including the ones at the 
National Institutes of Health—also pro- 
vide separate eating areas for smokers 
and non-smokers. Perhaps the Federal 
Government can set an example by also 
segregating working areas for smokers 
and non-smokers. Interestingly, the NIH 
allows smoking in parts of the reading 
room of the National Library of Medi- 
cine. 


7. Most radically, the Government 
could ban the manufacture and sale of 
all tobacco products. Although the alco- 
hol prohibition of 40 years ago offers 
strong evidence that this approach 
might not work, it should be considered 
an option. 


8. As another alternative, the Govern- 
ment can choose to ignore the problem 
by not taking the scientific knowledge 
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seriously. It could justify this course of 
action by 


—asserting the ‘‘voluntary’’ nature of 
the hazard; 

—citing the conflict between tobacco 
regulation and the Government’s 
established economic interest; 

—claiming that the diseases are an 
unintended consequence of a prof- 
itable, free-market activity; or 

—claiming that, unlike other banned 
products, tobacco has no accept- 
able product substitute. 


9. Several approaches related to be- 
havior changes rather than regulation 
were suggested by the Department of 
Health, Education, and Welfare, in its 
1975 forward plan for health. HEW sug- 
gested intensifying anti-smoking cam- 
paigns, especially for high-risk groups; 
continuing school health education pro- 
grams; and encouraging and financing 
programs to aid people who are trying to 
quit smoking. 


Conclusions 


We know from research that tobacco 
use and disease are related. We know 
that past Federal efforts to control 
tobacco use have largely been unsuc- 
cessful. And we know that the Govern- 
ment has many available options for ex- 
panding those efforts—through re- 
search, education, and regulation. 

The problem with selecting among 
these options appears twofold: first, 
what is an acceptable role for the Fed- 
eral Government? and second, which op- 
tions will produce results consistent with 
that goal? 

Our report on Federal efforts to con- 
trol cancer-causing chemicals was con- 


GAO Review/Winter ’77 


REGULATING CARCINOGENIC COMPOUNDS 


cerned with the relationship between 
tobacco use and the lung cancer rate in 
the United States, which Cancer Insti- 
tute officials predict will increase about 
180 percent in the next 25 years. We 
recommended that the Congress request 
HEW to study the impact that each 
available option for controlling tobacco 
use would have on the rising lung cancer 
rate. We of course assume that the Con- 
gress is concerned about the smoking- 
disease relationship, including the im- 
portance of smoking as the major cause 
of lung cancer. 

In conclusion, I leave with you the 
question as to what should be the proper 
role of the Federal Government in this 
important area. This has been a subject 
of debate for many years and it is a far 
from settled matter at this point. In my 
opinion, the issue can be best described 
as a_ scientific-socio-political-economic 
choice which should be resolved by the 
Congress as a matter of high priority. 
The form of this decision and the timing 
of actions which flow from it will be 
based primarily on the best scientific 
evidence that our research scientists and 
physicians can bring to bear upon it. 

Despite this, it is possible that the in- 
controvertible evidence needed to make 
such a decision may not be obtainable— 
at least in the minds of those who would 
place greater emphasis upon the politi- 
cal and economic issues involved. But 
the stakes are high and scientists should 
not hesitate to develop to the best of 
their ability the data on the precise rela- 
tionship between tobacco use and dis- 
ease—for without this scientific effort 
our political leaders are faced with a 
much more difficult decision as to what 
should be a rational national policy. 





HARRY S. HAVENS 


Looking Back at PPBS: 
Image vs. Substance 


The Johnson Administration’s Planning-Programing- 
Budgeting System (PPBS) of the 1960s is dead. Or is it? What 
was it all about? What should we learn from it? 


Americans have a fondness for tech- 
nological solutions to problems. It is an 
attachment which is easy to understand 
because over the years technology has 
served us well. 


Sometimes, however, we find our- 
selves looking for technical fixes for 
problems which are not really amenable 
to technical solutions. Problems of social 
policy often fall into this category. We 
look for people to invent ways of provid- 
ing clear, simple, and certain answers to 
questions for which such answers do not 
exist. 


Budgeting, or the process of deciding 
how to allocate resources in the public 
sector, is a perfect example. It is hard to 
conceive of a more complex set of ques- 
tions than those related to public-sector 
resource allocation. But with our confi- 
dence in technology, we keep looking for 
solutions which are (or look like) techni- 
cal fixes. 


The Black Box Syndrome 


There is a predictable life cycle in 
these things, and it goes something like 
this: Someone comes up with an inter- 
esting and useful idea on improving the 
resource allocation process. He con- 
vinces others of its utility. In an effort to 
gain acceptance, however, the idea must 
be oversold. The rhetoric takes on an 
evangelical flavor. “‘If you accept this 
idea, and live by its rules, it will solve all 
your problems.”’ The idea gains official 
acceptance and implementation is 
pushed. Suddenly some of the official 
sponsors begin to discover that the new 
technique doesn’t quite live up to the 
promises. Somehow the answers are still 
a little fuzzy and uncertain. Disillusion- 
ment sets in and we criticize the new 
technique for not doing things which in- 
telligent people should never have ex- 
pected. We forget the things which the 
new technique really did accomplish. 
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Our experience with PPBS is a classic 
example of this pattern, which I call 
(with no particular originality) the 
“black box syndrome.”’ 


Popular History and Reality 


The usual summary of PPBS’ history 
at the Federal level in the United States 
is that it started in the Department of 
Defense in the early 1960s, was adopted 
by the Budget Bureau in the mid-1960s, 
enjoyed a brief period of acclaim, and 
then was discarded. The ‘‘death’’ of 
PPBS is attributed by some to the inep- 
titude of those who promoted it. Others 
suggest that it was too sophisticated for 
use in the real world, that it was too 
much of a paperwork exercise, or that it 
was too divorced from the political real- 
ities of Government decisionmaking. 

There is some merit in each of these 
explanations, but it really wasn’t—and 
isn’ t—as simple as this. 

The roots of PPBS go back well be 
yond Robert MacNamara, Secretary of 
Defense (1961-68), and, to paraphrase 
Mark Twain, reports of its death are 
highly exaggerated. This difference in 
view is not just an idiosyncrasy on my 
part. Rather, it represents a differing 
idea of what PPBS is all about—what it 
represents and what is important about 
it 


This difference can be understood 
and reconciled if one conceives of PPBS 


as having two separate components. 
There is an analytical concept and there 
is an administrative process. The two 
parts were (and are) important to dif- 
ferent people for different reasons. 


The PPBS 
Administrative Process 


The administrative process is what 
most people are thinking about when 
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they speak of PPBS. It encompasses pro- 
cedures and requirements set forth in a 
series of Budget Bureau instructions to 
Federal agencies. 

Those instructions mandated 
things as 5-year plans (updated annual- 
ly), issue papers analyzing major policy 
alternatives, and crosswalks between the 


such 


program structure in the 5-year plan 
and the account structure in the budget. 
Real decisions were supposed to be 
made in the 5-year planning context 
(with issue papers as the decision docu- 
ment). The first-year slice of the 5-year 
plan would then be translated into the 
account structure of the budget and for- 
warded to the Congress as the Presi- 
dent’s budget for the ensuing fiscal 
year. 


Problems and Lessons Learned 


Most of the criticisms of PPBS have 
been directed at this administrative 
process—and most of them are valid. 
The process was initiated without ade- 
quate planning. Insufficient considera- 
tion was given to the nature and re- 
quirements of the existing budget proc- 
ess. The two processes were never really 
linked up. Those managing the existing 
process felt threatened by the new one. 
They were often excluded from partici- 
pation with a not-too-subtle hint that 
budgeteers really aren’t competent to 
do policy analysis and should stick to 
counting beans. 

Unfortunately, when the budgeteers 
were excluded, they took with them a 
vital source of knowledge and under- 
standing of the real world of resource 
allocation. It was partly because of this 
sharp distinction between PPBS and the 
existing budget process that PPBS 
sometimes was surrounded by an aura of 
unreality. 


1] 
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Incidentally, there was more wrong 
with this distinction than a tactical 
mistake. It reflected a serious misjudg- 
ment of both what was required to im- 
plement PPBS and what budgeteers 
were capable of doing. The sort of elit- 
ism and parochial outlook which under- 
lay that misjudgment is all too common 
in other areas. It is one of the most 
serious impediments we face to the 
broad-scope, interdisciplinary analysis 
which may well be the only way we can 
ever find solutions to the complexities of 
present-day problems. 


Death and 
Revival of the Process 


Faced with these sorts of difficulties, 
it would have been surprising indeed if 
the administrative process of PPBS sur- 
vived—and it didn’t. The instructions 
were canceled and, superficially at 
least, the process stopped. 

But that really isn’t the end of the 
story. It would probably be more accu- 
rate to describe ensuing events as a 
metamorphosis of PPBS, rather than its 
death. Rhetoric and labels changed, but 
much of the content remained. Budget- 
eers in OMB and the agencies had 
learned that it could really be useful to 
require explicit analysis of costs, bene- 
fits, and tradeoffs and of outyear impli- 
cations. They began doing it routinely. 
More importantly, they began doing it 
as part of the regular budget process 
rather than as a separate, disconnected 
process. PPBS became an effective part 
of decisionmaking just when (and partly 
because) people stopped talking and 
thinking about it as something special 
and different. 

The story goes even farther than this, 
however. Lo and behold, elements of the 
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process have started reappearing in all 
sorts of unlikely places. In the Congres- 
sional Budget Act of 1974, for example, 
there is a requirement to project the re- 
sults of action 5 years ahead. This is not 
a 5-year plan, but it has some of the nec- 
essary ingredients. If one looks closely 
at the Congressional Budget Act, one 
finds a great deal that looks suspiciously 
like PPBS. 

The phoenix-like character of the 
PPBS administrative process is even 
more evident if one takes account of 
what management by objectives looked 
like, and what would be necessary to im- 
plement the current proposals for peri- 
odic zero-based review of Federal pro- 
grams. The resemblances are great 
enough to be more than coincidental. 
They are all variations of the same cen- 
tral theme. 


The PPBS Analytical Concept 


That theme—the analytical concept— 
is important enough that we keep look- 
ing for a perfect way of implementing it. 
Given the nature of our society and po- 
litical system, we will never find that 
perfect way; but given the nature of our 
society, and particularly our fondness 
for technical solutions, we will keep 
looking. 

The analytical concept underlying 
PPBS is nothing more than a fully ra- 
tional way of deciding how much of the 
taxpayers’ money should be spent on 
what. 

This is certainly not a new concept. It 
is quite explicit in the utilitarianism of 
John Stuart Mill (the greatest good for 
the greatest numker) and with a little ef- 
fort the idea could undoubtedly be 
traced back further than that. 
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The Myth of the 
Ultimate Black Box 

The administrative process of PPBS 
was a means of getting some of the in- 
formation necessary to implement that 
concept. It involved an effort to deter- 
mine systematically the effectiveness of 
programs across the board. This infor- 
mation was to be used as a major 
element in the decisionmaking process 
of deciding on funding levels. Some peo- 
ple expected this ultimately to evolve 
into a system in which all the costs and 
benefits of all programs would be fully 
quantified. 

In this ideal world, the computer 
would automatically spit out the distri- 
bution of funds among programs which 
would produce the greatest good for the 
greatest number, equitable distribution 
of income, maximum economic growth, 
minimum inflation, and all those other 
good things we expect from our Govern- 
ment. The computer would replace all 
human judgment and constitute the 
ultimate black box. 

Let me hasten to add that the number 
of people who really expected this ulti- 
mate evolution was quite small. The 
responsible people may have been a lit- 
tle naive in their thinking about PPBS, 
but they weren’t that naive! Most of the 
people involved in the PPBS effort un- 
derstood full well that there are very few 
programs in which either the costs or 
the benefits can be computed with preci- 
sion. They understood that in many 
cases there isn’t even consensus on 
which elements are costs and which are 


benefits. 
Even more importantly, the central 


actors in the drama were acutely con- 
scious of the fundamentally political 
nature of the resource allocation proc- 
ess. The thought of Lyndon B. Joliunson 
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espousing a system in which his freedom 
of action in the political arena would be 
constrained by technicians and comput- 
ers is mind-boggling, to say the least. 
Unfortunately, however, some earlier 
advocates of PPBS left the impression 
that they really did expect political 
choice to give way to technocratic deci- 
sionmaking and we are still burdened 
with that image. 


Information Versus Decisions 


But if this image is wrong, what was 
the right image—what was PPBS really 
all about? Here it is important to make 
another conceptual distinction, this time 
between making a decision on the one 
hand and providing the information 
necessary for decisions on the other. 

Nobody was going to take away Lyn- 
don Johnson’s prerogative to make deci- 
sions, but he knew full well that his base 
of information for making those deci- 
sions was not adequate. Johnson’s thirst 
for information was reputedly almost 
unquenchable. His ideal was a situation 
in which he had access to all the infor- 


mation which was relevant to a subject 
(and he would define the limits of rele- 
vance) before he made a decision. In the 
end, however, the decisions were politi- 
cal. Information, while vital, was an ad- 
junct to the exercise of political judg- 
ment. 


Seen in this light, one can think of the 
central objective of PPBS as having 
been to take another step in the direc- 
tion of giving decisionmakers the in- 
formation they need in a form that is 
usable and at the time it is needed. 

PPBS was one of many such steps 
taken over the years. The most obvious 
starting point was the creation of a 
single, more or less integrated budget in 
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1921. Until quite recently, most of the 
initiatives toward improving the infor- 
mation base for decisions came from the 
executive branch (PPBS, for example). 
Historically, those initiatives have been 
heavily oriented toward strengthening 
the President’s ability to understand 
and direct the activities of the executive 
branch and to convince the Congress 
that his proposals should be enacted. 


Information for 
Congressional Decisionmaking 


Within the past few years, however, it 
has become quite clear that the need for 
better information on which to base de- 
cisions is not unique to the President 
and the executive branch. As the Con- 
gress has sought a more active role in 
making policy—especially with respect 
to the allocation of resources—it has 
turned to some of the same tools used by 
the executive branch. Many of these 
tools, and the thinking behind them, 
look a lot like PPBS because the analyti- 
cal concept is the same—the search for 
a rational way to allocated public re- 
sources. 

The similarities are quite evident if 
one reviews the Congressiona! Budget 
Act of 1974. First, the Congress has es- 
tablished a single, integrated structure 
in which it will make aggregate resource 
allocation decisions in a coordinated 
fashion. Second, the Congress has rec- 
ognized the need for a systematic flow of 
relevant information to support its deci- 
sionmaking process. Third, the Con- 
gress has recognized the need for spe- 
cial analytical studies structured around 
the specific decisions facing it. Fourth, 
the Congress has recognized the need to 
consider the implications of decisions in 
a time frame well beyond the traditional 
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l-year budgeting horizon. Finally, the 
Congress is recognizing the need to de- 
part from the incremental approach to 
budgeting and to examine methodically 
the need to continue existing programs. 


What Do Decisionmakers Need? 


The similarities are not accidental be- 
tween what the Congress is trying to do 
now and what the executive branch was 
trying to do with PPBS. But neither is 
the Congress slavishly copying the ex- 
ecutive branch. 

Both efforts are prompted by a fairly 
simple truth: Society, and government’s 
role in it, are just too complex today for 
fundamental policy choices to be made 
in a hit or miss fashion. And the choices 
are too interrelated to be made in isola- 
tion of each other. 

We elect our political leaders to make 
decisions on our behalf. We expect—at 
least we hope—that they will make those 
decisions wisely. To make an informed 
decision, any decisionmaker needs an- 
swers to the following general questions: 


¢ What happened in the past? 

© Why did it happen? 

¢ What are the options for the 
future? 


¢ What are the implications of each 
of those options? 


PPBS represented a systematic effort 
to supply answers to those questions. 
The formal administrative process of 
PPBS was flawed in many respects, but 
the need to answer those questions re- 
mains. We will continue to look for bet- 
ter ways to supply the answers. With a 
little luck, and learning as we go along, 
each effort will be better than the one 
which preceded it. 

We learned many things from the ex- 
perience of PPBS, but two lessons stand 
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out in my mind. First, I think we learned 
that these analytical processes work 
better if the participants bring a wide 
range of skills. No single academic dis- 
cipline is uniquely qualified to do this 
work. Second, it is a lot easier to talk 
about doing good analysis than it is to 
do the work. Producing reliable, rele- 
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vant, timely analysis involves a lot of 
hard work and we still have a lot to learn 
about doing it. The PPBS experience 
taught us that it is not as simple as the 
more naive supporters may have 
thought. But the experience also taught 
us that it is possible to do good analysis 


and important to try. 


Mismanaging Instructions 
. .. miscellaneous instructions, like comets, usually blaze across the departmen- 
tal sky and then fallto rest in some correspondence file. There they lie, quies- 
cent, to be revived only when they have been violated and are used to bludgeon 
the violator, or when they are vaguely remembered and take hours to locate. 


Lawrence B. Sawyer 


in ‘The Practice of Modern Internal Auditing”’ 
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CHARLES K. STEIN 


GAO’s Unique Role Under 
The New York City Seasonal 
Financing Act of 1975 


How GAO is working in connection with the financial crisis of 
the Nation’s largest city in monitoring the attempts being made 
to restore the city’s fiscal integrity. 


New York City’s financial problems 
reached a critical point in the spring of 
1975 when it had to curtail selling its 
obligations in the credit markets. The 
State attempted to come to the city’s 
rescue by creating the Municipal As- 
sistance Corporation (MAC) to market 
obligations for them, and later, an 
Emergency Financial Control Board to 
oversee its fiscal activities. 

The State legislation that created the 
Board mandated that the city balance 
its $12.5 billion budget by June 30, 
1978. The 3-year financial plan cumu- 
latively incorporated expenditure cuts 


of $724 million over the 3-year period. 


Current estimates of the cuts necessary 
to balance the budget are set at more 
than $1 billion, 

In the fall of 1975, when MAC en- 
countered difficulties in marketing its 
obligations, the Congress enacted the 


New York City Seasonal Financing Act 
of 1975 (Public Law 94-143). 


Federal Loans Authorized 


Public Law 94-143 provides that New 
York City may borrow up to $2.3 billion 
from the Federal Government in a fiscal 
year which would run from July 1 
through June 30, to tide the city over 
periods of cash shortfall. The loans must 
be repaid by the end of the fiscal year, 
and the Secretary of the Treasury, be- 
fore granting any loans, must be reason- 
ably sure that these loans will be repaid. 


GAO Involvement 
Section 10(a) of the law reads as 
follows: 


“‘No loan may be made under this Act 
for the benefit of any State or City 
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unless the General Accounting Office 
is authorized to make such audits as 
may be deemed appropriate . . . of all 
accounts, books, records, and transac- 
tions of the State, the political sub- 
division . . . and any agency of such 
State or political subdivision. ”’ 


This section did not specify the audits 
GAO should make or the timeframes for 
reporting the results. GAO supported 
the provision because it enables us to 
assume an oversight role without dupli- 
cating the audit efforts of the primary 
monitors—the Emergency Financial 
Control Board, MAC, a Special Deputy 
State Comptroller for New York City ap- 
pointed by the Governor, and the De- 
partment of the Treasury. 


GAO’s work is unique in various as- 
pects. Basically, it is not a post audit. 
The financial status of New York City is 


extremely delicate and subject to 
change daily. At times, the staff has 
commented that the morning newspa- 
pers do not come out soon enough to 
see what changes have taken place over 
night. 

Another unique aspect is that the ef- 
fects of a New York City default and 
bankruptcy are unknown. Some econo- 
mists have predicted disastrous econom- 
ic effects nationwide and in some cases 
worldwide. A report prepared for MAC 
has estimated that the ultimate cost of a 
New York City bankruptcy would ex- 
ceed $40 billion. This would be con- 
sidered an economic tragedy possibly 
causing a nationwide depression. 

GAO’s approach has been different 
from its usual audit because of the 
financial status of New York City, the 
implications of the Seasonal Financing 
Act, and the nature of the Federal loans. 
A special project effort within GAO was 
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established to focus on New York’s 
progress and problems. 

Under the project manager concept, 
12 staffyears are being devoted annually 
just in the New York regional office. In 
addition, review work relating to GAO’s 
role under Public Law 94-143 is being 
done by the General Government Divi- 
sion, Program Analysis Division, Finan- 
cial and General Management Studies 
Division, and the Washington regional 
office. 


Levels of Guidance 


Because of the critical nature of the 
subject, a unique system of guidance 
has been incorporated into our project 
effort. The regional office project man- 
ager meets periodically with a special 
panel of consultants to give field prog- 
ress reports. These meetings include the 
directors of the Washington operating 
divisions involved and the New York re- 
gional manager. The project manager 
discusses the current and future areas of 
review and coordination with work be- 
ing done by the respective divisions. In 
these discussions, the consultants give 
advice about the direction of the work 
effort and the most appropriate means 
of communicating findings to the Secre- 
tary of the Treasury, the responsible 
congressional committee chairman, or 
the Congress. 

An additional level of guidance stems 
from the Comptroller General’s Advi- 
sory Panel. New York City’s financial 
plight has been on the Panel’s agenda 
for the past three quarterly meetings, 
the most recent being held in October 
1976. At these meetings, leaders of the 
business community and various levels 
of government have addressed numer- 
ous economical, sociological, and polit- 
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ical aspects of New York City’s financial 
condition in an attempt to advise the 
Comptroller General on the best possi- 
ble course of action. The Panel usually 
receives opening remarks on the specific 
topic of discussion by members of the 
GAO project team. 

GAO’s unique role in dealing with the 
New York City financial crisis made it 
apparent early that we should coordi- 
nate with the other external monitoring 
groups. Accordingly we meet every 
other week with the representatives of 


—the Office of the Special Deputy 
State Comptroller, 
—the Department of the Treasury, 
—the public accounting firm of 
Arthur Andersen & Co. (retained by 
the Department of the Treasury), 
and 
—the Federal Reserve Board, as an 
observer. 
At these meetings, discussions are held 
on various topics, such as direction of 
work effort, mutual auditing problems, 
and coordination on data use. Overall, 
we attempt to obtain maximum cover- 
age through coordination, leaving ‘‘no 
stone unturned.’’ This system also gives 
us the opportunity to monitor the efforts 
of other groups. 


Nature of GAO 
Review Work 


Since our work effort began in Jan- 
uary 1976, we have been analyzing the 
actions taken by the city, State, and the 
Department of the Treasury to put the 
city on a sound financial footing. We 
have also examined major financial is- 
sues that we feel have not been ade- 


quately dealt with. 
Specific areas of concentration have 
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involved the city’s cash flow, including 
revenue, expenditures, debt service, and 
State and Federal aid. Other major 
areas include reviews of (1) the new ac- 
counting system being designed for im- 
plementation on July 1, 1977, (2) the 
personnel data system, and (3) the long- 
range economic outlook. 

Although many of our review areas 
are of an on-going nature, there have 
been some which required expeditious 
written communication with responsible 
parties. Two such areas have been re- 
ported, one to the Secretary of the 
Treasury and the other to the Congress. 

The first area dealt with the city’s use 
of grant funds for operating subsidies 
from the Urban Mass Transportation 
Administration of the Department of 
Transportation. These funds are re- 
quired to be repaid during their finan- 
cial plan period. Because of the delicate 
nature of the financial condition, we 
suggested that the Secretary obtain 
foreknowledge of these types of transac- 
tions with Federal agencies. This would 
provide the Secretary with a more com- 
plete financial picture from which he 
can determine the appropriate repay- 
ment of future Federal loans. 

The second report, which was submit- 
ted to the Congress, concerned our ob- 
servations on problems needing to be 
addressed by the city’s financial plan. 
The financial plan required revisions to 
include 


—an arrangement for retiring the 
debt in moratorium; 

—the reality of a no-wage-increase 
policy and the related problem of 
catch-up increases after the plan 
period; 

—provision for the additional oper- 
ating deficit represented by the 
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operating expenses included in the 
capital budget; and 

—plans for contingencies, such as a 
possible increase in city pension 
contributions and the anticipated 
deficit in the New York City Tran- 
sit Authority’s operations. 


We also suggested that a plan longer 
than 3 years, if properly detailed, should 
provide a more realistic view of the 
city’s financial picture. 


Other Means of Reporting 


There have been other forms of re- 
porting on this assignment. On April 2, 
1976, the Comptroller General testified 
on Public Law 94-143 before the Senate 
Committee on Banking, Housing, and 
Urban Affairs. In this testimony the 
Comptroller General discussed the pub- 
lic law and its status. He also discussed 
actions taken by the city, monitoring 
groups, and GAO. 

In addition to this statement, the 
Comptroller General, along with the 
headquarters and regional office staff, 
briefed the New York State congres- 
sional delegation on May 13, 1976, on 
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the city’s status and GAO’s efforts. A 
briefing of the Economic Stabilization 
Subcommittee of the House Committee 
on Banking, Currency and Housing was 
given by GAO staff members on May 21, 
1976. 

In an attempt to provide a better un- 
derstanding of the city’s financial condi- 
tion, I was assigned to assist the Eco- 
nomic Stabilization Subcommittee staff 
in its oversight investigation. My pri- 
mary responsibility during this tempo- 
rary assignment was to assist in prepar- 
ing a staff memorandum to the subcom- 
mittee members and participating in an 
oral briefing to those members. It was a 
most memorable experience. 


Conclusion 


GAO’s role under the New York City 
Seasonal Financing Act is unique. It in- 
cludes ongoing investigation, various 
forms of reporting, and a series of en- 
counters with political leaders and bu- 
reaucrats at all levels of government. 
The work is challenging, current, and of 
major importance to the financial sur- 
vival of the Nation’s largest city. 





REIN ABEL and PAUL McCLENON 


Recognizing The Cost of 
Invested Capital in 
Government Contracting 


Standard No. 414 of the Cost Accounting Standards Board 

deals with the cost of money as an element of cost of facilities 
capital. This article gives a brief account of its development. It 
also examines some of the issues that emerge when attempts are 
made to deal with inflation and rate of return on capital 
employed in a cost based contract pricing environment. 


Cost Accounting Standard No. 414, 
“‘Cost of Money as an Element of the 
Cost of Facilities Capital,’’! is an exam- 
ple of an explicit measurement of a non- 
transactional cost. This Standard went 
into effect on October 1, 1976. It fol- 


provide the procurement agencies with 
a means to identify and recognize ex- 
plicitly an imputed contract cost, the 
“‘cost of money as an element of the cost 
of facilities capital.’’ This cost should be 
distinguished from other possibly re- 


lowed another Cost Accounting Stand- 
ards Board proposal to recognize an im- 
puted cost desinged to measure the im- 
pact of inflation,? which was withdrawn 


lated concepts such as interest paid and 
a firm’s average cost of capital. In es- 


1 Federal Register, Vol. 41, No. 107, June 2, 


1976, pp. 22241-22251. 

* Proposed Cost Accounting Standard No. 413, 
Federal Register, Vol. 40, No. 107, October 9, 
1975, pp. 47517-47519. 


at the time Standard No. 414 was offi- 
cially proposed by the Board. 
The purpose of Standard No. 414 is to 





Dr. Abel is an assistant director with the Cost Accounting Standards Board. He came to the Board 
from the Wharton School of the University of Pennsylvania where he served as an assistant pro- 
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nomics) degree from the London University, a Diploma in Business Administration from the Lon- 
don School of Economics, M.B.A. and Ph.D. degrees from the Columbia University, and is a cer- 
tified public accountant. 


Mr. McClenon is a project director with the Cost Accounting Standards Board. He came to the 
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public administration from the George Washington University, an M.B.A. degree in accounting 
from the Wharton School of Finance, University of Pennsylvania, and is a certified public ac- 
countant. 
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sence, the Standard seeks to measure 
the net book value of noncurrent assets 
used in the production process and then 
employs the assets so measured as a 
base to which an interest rate periodical- 
ly determined by ihe Secretary of the 
Treasury is applied.’ Therefore, the 
amount computed is not related to in- 
terest paid nor is the source of a contrac- 
tor’s financing taken into account in 
that computation. The amount of ‘“‘cost 
of money’’ so computed is allocated to 
individual contracts generally on the 
same basis as overhead expenses and 
other indirect costs. 

It should be noted that although 
Standard No. 414 prescribes a method 
for measuring a contract cost, the Cost 
Accounting Standards Board does not 
determine whether it should be treated 
as an allowable contract cost by the pro- 
curement agencies. This decision has to 
be made by these agencies presumably 
in conjunction with a reorientation of 
their existing profit policies. By the 


effective date of Standard No. 414, only - 


the Department of Defense had given a 
clear indication of its intention to treat 
the ‘‘cost of money,’ measured in ac- 
cordance with the Standard as an allow- 
able contract cost. 


Some Earlier Developments 


The basic idea of Standard No. 414 is 
not novel, and the concept of adequate 
return on capital employed can be 
traced back to the beginning of modern 
economics. To quote Adam Smith in his 


3 The rate is determined twice a year by the 
Secretary of the Treasury, pursuant to Public Law 
92-41 (85 Stat. 97). It takes into consideration 
‘‘current private commercial rates of interest for 
new loans maturing in approximately five years.”’ 
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Wealth of Nations originally published 
200 years ago: 


In exchanging the complete manufac- 
ture either for money, for labor or for 
other goods, over and above what may 
be sufficient to pay the price of the 
materials, and the wages of the work- 
men, something must be given for the 
profits of the undertaker of the work 
who hazards his stock in this adven- 
ture.* 


Notwithstanding the general accept- 
ance of this basic economic principle, 
the question of whether, in Government 
contracting, explicit recognition of 
return on capital should be given in 
profit or as a cost has been debated for a 
long time. Some of the earlier effort has 
gone into trying to convert interest paid 
into an allowable contract cost. Other at- 
tempts have dealt with proposed 
changes to the “‘weighted guidelines”’ 
used by certain procurement agencies in 
the contract profit negotiation process. 
More recently the Department of De- 
fense introduced experimentally in its 
Defense Procurement Circular 107 a 
method for ‘‘specifically recognizing 
contractor capital to be employed in 
contract performance.’’® Application of 
the circular was voluntary and the ex- 
periment was eventually terminated 
when it became evident that in its ex- 
isting format it would be used rather in- 
frequently. 


* Adam Smith, An Inquiry into the Nature and 
Causes of the Wealth of Nations (New York, N.Y., 
The Modern Library, 1937), p. 48. 


5 Much of the research that went into develop- 
ing DPC 107 has been summarized by Lauren D. 
Lampert in ‘‘Defense Industry Profits Contract 
Capital Employed.’’ National Contract Manage- 
ment Journal 7 (Fall 1973), pp. 93-114. 
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Meanwhile the need to deal with re- 
turn on capital and the somewhat allied 
problem of inflation in Government con- 
tract costing became increasingly more 
evident. In these circumstances the Cost 
Accounting Standards Board became 
convinced that standards would be re- 
quired to deal with these topics. The 
commitment was made public by the 
Chairman of the Board, Elmer B. Staats, 
in the course of congressional hearings 
dealing with an earlier cost accounting 
standard. In response to a question from 
Senator Cranston inquiring ‘‘how realis- 
tic is it to ask the Board to come up with 
capital cost Standards and inflation cost 
Standards?”’ Mr. Staats replied: ‘“We 
think it is very realistic, and we have 
given these two Standards the highest 
priority among all the other work we are 
doing.’’® Subsequently the staff of the 
Board developed two draft Standards, 
Nos. 413 and 414, to deal with the two 
topics under consideration. 


Proposed Standard No. 413 


These two staff research efforts dealt 
with economic factors which had not 
been recognized in contract costing. For 
this reason the CASB staff could not 
benefit from reviewing the practices fol- 
lowed by various contractors. Account- 
ants who were interested in negotiated 
contracting tended to avoid the broad 
conceptual issues related to these two 
topics and were frequently more attuned 
to consider accounting matters on the 
basis of narrow views related to likely 
impacts on prices. 

The research process dealing with the 
inflation Standard was unusual. The 


staff arranged a series of discussion 
meetings. Participants in these meetings 


® Hearing on Cost Accounting Standard No. 
409 before the Subcommittee on Production and 
Stabilization of the Senate Committee on Bank- 
ing, Housing and Urban Affairs, 94th Congress, 
Ist session, 181 (1975). 


Cost Accounting Standards Board in session March 20, 1975. Left to right: Harry R. VanCleve, General 
Counsel; Arthur Schoenhaut, Executive Secretary; Elmer Staats, Chairman; Herman W. Bevis, John M. 
Walker, Robert K. Mautz, and Terence E. McClary, board members. 
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dealt with a group of issues which were 
to be considered in the development of a 
possible Cost Accounting Standard to 
measure the impact of inflation as a 
contract cost. 

The CASB’s decisions on these issues 
were announced in the Federal Register 
for October 9, 1975, which included an 
unprecedented introductory commen- 
tary. The Board had, until this publica- 
tion, used prefatory comments only at 
the time of final promulgation of a 
Standard to provide analyses of com- 
ments received on earlier proposals. The 
October 9 publication on proposed 
Standard No. 413 had not been pre- 
ceded by a widely distributed staff draft 
of a proposed Standard, and the Board 
recognized that added explanatory ma- 
terial might be helpful. In those early 
remarks the Board noted (40 FR 47518) 
the close relationship between the proj- 
ects to measure the cost of inflation and 
the cost of capital. 

Commentators speaking for a number 
of Government agencies were strongly 
critical of the Board’s proposal to rec- 
ognize, as a contract cost, a special 
inflation-related adjustment to deprecia- 
tion costs. Commentators who repre- 
sented contractors tended to favor the 
basic idea, but to criticize the specific 
proposal. Almost no one supported the 
proposal as published. Suggestions from 
contractors mostly were designed to 
make the proposal more flexible. The 
Board has already considered such alter- 
natives. Measurement of the particular 
impact of inflation on different contrac- 
tors might be desirable, but the Board 
determined that it would require the use 
of objective techniques which could be 
effectively applied in a contract situa- 
tion. 

The Board announced the withdrawal 
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of proposed Standard No. 413 in the 
Federal Register for March 5, 1976 (41 
FR 9562 et seq.) in conjunction with the 
publication of proposed Standard No. 
414. That announcement included a 
brief analysis of the issues raised by 
commentators. 


Development and Promulgation of 
Standard No. 414 


While the proposed Standard No. 413 
was designed to deal with the impact of 
inflation as an element of cost in Gov- 
ernment contracting, the primary em- 
phasis in the development of Standard 
No. 414 has been on identifying an ade- 
quate rate of return on the contractor 
capital employed. At the same time, be- 
cause any market related interest rate 
necessarily includes some allowance for 
expected future inflation, at least some 
provision for the inflationary erosion an- 
ticipated in future years is provided by 
this Standard. The matter will be fur- 
ther discussed in the next section of this 
paper. 

The staff of the Board had been in- 
volved in research dealing with imputed 
interest and/or return on capital since 
early 1972. The work on the project was 
accelerated in the fall of 1973, and in 
June 1974 an “‘issues paper’ on the top- 
ic was mailed to a large number of in- 
terested parties. At this stage the aim 
was to narrow the scope of the problem 
area so that the pertinent issues could 
be examined in greater detail. Thus the 
questions posed covered a broad area. 


For instance, when dealing with the 
interest rate to be applied the primary 
question examined was whether the cost 
of capital rate should be (a) an across- 
the-board rate applicable to all contrac- 
tors, (b) an across-the-board rate appli- 
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cable to all the contractors in a given 
industry, or (c) a rate computed individ- 
ually for each contractor. 

Similarly when dealing with the capi- 
tal base to which this rate must be ap- 
plied the primary question was whether 
an attempt should be made to measure 
capital utilization at the individual con- 
tract level or is it sufficient to develop 
“‘a uniform rate applicable to the total 
cost of all the contracts handled in a cor- 
poration, division, profit center or pro- 
ductive burden center.’’ In the latter 
case the cost of capital would be spread 
among the individual contracts on the 
basis of their total cost—a practice that 
would not necessarily reflect the amount 
of contractor capital actually utilized in 
the performance of the contract. 

The responses to this issues paper 
were analyzed. The research at this 
stage of the project involved also certain 
other steps such as interviews with vari- 
ous interested parties including contrac- 
tors who had actually tried to implement 
Defense Procurement Circular 107 pro- 
cedures. As a result of these efforts a 
second issues paper was mailed in April 
1975. The issues presented in this paper 
dealt with a much narrower problem 
area. In fact, the paper outlined the 
basic framework of a possible Standard. 

For instance, it was proposed that a 
single, across-the-board rate would be 
applied to all the contractors and thus 
the question became which single rate 
would be the most appropriate to use in 
any future Standard. Second it was pro- 
posed that the net book value (historical 
cost) would be used in computing the 
asset base and that an attempt would be 
made to establish a close relationship at 
the contract level between capital utili- 
zation and the corresponding compensa- 
tion for cost of money. In other words, 
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the broader approach that would have 
involved simply computation of cost of 
capital at the divisional or departmental 
level and its subsequent allocation to in- 
dividual contracts on the basis of their 
total cost was discarded. It was also pro- 
posed to follow the precedent of Circu- 
lar 107 and to provide separate treat- 
ment for operating capital (working 
capital) and facilities capital (fixed 
assets). 

Once again the responses to the issues 
paper were analyzed and a staff draft 
Standard was developed which was 
mailed to interested parties in Decem- 
ber 1975. The draft Standard followed 
the broad framework that had been de- 
veloped in conjunction with the second 
issues paper. Besides soliciting general 
comments on the draft Standard, specif- 
ic questions were asked dealing with 
such matters as the estimated implemen- 
tation costs of the proposed Standard 
and whether the proposed ‘‘cost of 
money’ should be treated as a contract 
cost or as part of the profit objective. In 
addition, two methods of dealing with 
the troublesome question of allocating 
operating capital to contracts had been 
included in the draft Standard and the 
respondents were asked to give their 
views on the relative merits of these 
methods. 

Once again the staff reviewed the re- 
sponses to the staff draft and a proposed 
Standard was prepared for a possible 
publication in the Federal Register. 
This proposed Standard was submitted 
to members of the Cost Accounting 
Standards Board at a Board meeting 
held on February 27-28, 1976. After an 
extensive discussion of the whole mat- 
ter, including the interrelationship be- 
tween the proposed Standards 413 and 
414, the Board decided to withdraw the 
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proposed Standard 413 and to proceed 
with the Standard 414. The latter was 
modified, however, so that its coverage 
was limited solely to facilities or fixed 
capital. This reduction in scope was 
based primarily on the difficulties per- 
ceived by the CASB and its staff in deal- 
ing, on fairly short notice, with several 
interrelated issues involved with operat- 
ing or working capital. Research was to 
continue on these issues. As mentioned 
above, the proposed Standard was pub- 
lished in the Federal Register on March 
5, 1976. 

The Board received some 80 com- 
ments on this proposed Standard. Again 
the comments were analyzed and some 
relatively minor adjustments were made 
to the Standard. Subsequently the 
Standard was promulgated and its final 
version was published in the Federal 
Register on June 2, 1976. The publica- 
tion was accompanied by a set of prefa- 
tory comments that dealt with most of 
the significant questions raised by com- 
mentators. The effective date of this 
Standard was, as expected, October 1, 
1976. 


Compensation for Inflation in 
Standards Nos. 413 and 414 


Upon withdrawing Standard No. 413, 
as Standard No. 414 was first published, 
the Board stated: 


The Board believes that the proposed 
Cost Accounting Standard being pub- 
lished today will provide reasonable 
recognition for the cost of a contrac- 
tor’s investment in facilities, by using 
the semiannual interest rate estab- 
lished under Public Law 92-41, which 
also includes a factor for the risk of 
inflation.’ 


” Federal Register, Vol. 41, No. 45, March 5, 
1976, p. 9562. 
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In other words, this statement basical- 
ly asserts that any inflationary erosion in 
the contractor’s fixed capital will be 
compensated, at least to a certain ex- 
tent, by using a market related interest 
rate in computing the ‘‘cost of money”’ 
—although this rate is applied to an as- 
set base determined in accordance with 
the precepts of historical accounting 
that ignores any price level changes. 

The approach is clearly different from 
the conventional way of dealing with the 
inflationary problem where the empha- 
sis is on asset revaluation and where 
these revalued assets are then used as a 
basis for computing a more realistic de- 
preciation figure. This latter approach 
was reflected in the subsequently with- 
drawn Standard No. 413. In other 
words, Standard No. 414 seeks to recog- 
nize current inflationary expectations as 
reflected in the market related interest 
rates while the more conventional ap- 
proach incorporated in Standard No. 
413 attempted to deal with the ‘‘actual’’ 
inflationary erosion that had taken 
place. 

A market related interest rate, such as 
the one used in Standard No. 414, can 
be regarded as a currently acceptable 
compensation offered to the investor for 
investing his funds for a certain period 
of time in a given investment environ- 
ment. The compensation the investor 
gets is interest or its equivalent. Con- 
ceivably the investor makes his decision 
in the light of a single figure—the ex- 
pected rate of return. As far as the prin- 
cipal amount of investment is concerned 
all he expects is the return of the unad- 
justed monetary amount that he is in- 
vesting. He does not expect any adjust- 
ment to his invested capital to compen- 
sate for the inflationary erosion. There- 
fore, any compensation that he believes 
is necessary to maintain his invested 
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capital intact must come out of the re- 
turn that he will obtain on the prospec- 
tive investment. This applies both to the 
erosion of his invested capital and also 
the erosion of the monetary income 
stream generated by the investment. 
Thus inflationary expectations are nec- 
essarily built into the market related in- 
terest rates. 


Therefore, in order to understand the 
different approaches taken in Standards 
Nos. 413 and 414, it is important to rec- 
ognize the two different directions one 
can take in attempting to deal with the 
inflationary problem. On the one hand, 
we have the historical inflationary ex- 
periences that, for better or for worse, 
can be measured by such techniques as 
indexing and appraisal. Standard No. 
413 sought to follow this path. On the 
other hand, however, we have prevailing 
inflationary expectations that are re- 
flected in current market related inter- 
est rates. It is this second approach that 
was taken in developing Standard No. 
414. Here, a key question is whether cur- 
rent inflationary expectations will turn 
out to be in line with actual develop- 
ments. But even if we assume that the 
future course of inflation differs materi- 
ally from earlier inflationary expecta- 
tions, it still seems possible to argue that 
the eventual emergence of such a differ- 
ence between original expectations and 
actual experiences represents a con- 
tracting risk shared by both parties 


which should not necessarily have any 
impact on contract prices. What matters 
is that current expectations of investors 
regarding current negotiations are 
satisfied; i.e., that the prevailing interest 
rate is incorporated in the system used 
to compensate investors. 
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Some Additional Considerations 


Besides offering at least some 
compensation for the inflationary ero- 
sion, Standard No. 414 should also 
accomplish certain other objectives. 
Basically, the cost accounting and pric- 
ing practices employed in Government 
contracting prior to the promulgation of 
this Standard did not effectively recog- 
nize contractor investment in facilities 
capital. At times attempts were made io 
give some recognition to cost of capital 
when the ‘‘weighted guidelines’’ meth- 
od was used for determining the profit 
objective. However, this recognition 
seems to have been somewhat haphaz- 
ard and it is questionable whether, in 
general, sufficient heed was paid to the 
relative capital intensity of the various 
contractor operations. 

It was noted earlier that the Cost Ac- 
counting Standards Board does not 
determine whether a specific item of 
cost is allowable for Government con- 
tract cost accounting purpeses. The 
Board deals with allocability and not 
with allowability of contract costs. 
Nevertheless, the very nature of the 
Board action frequently acts as a strong 
inducement for procurement agencies to 
change their policies in such areas as 
cost allowability and profit determina- 
tion. Standard No. 414 has been parti- 
cularly significant in this respect. It was 
noted earlier that at least one procure- 
ment agency, the Department of De- 
fense, has decided to treat the cost of 
money, measured in accordance with 
Standard No. 414, as an allowable con- 
tract cost. In addition, the Department 
has decided to discard its old ‘weighted 
guidelines’’ used in computing the pre- 
negotiation profit objective and to em- 
ploy a new set of guidelines designed to 
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operate in conjunction with Standard 
No. 414.8 These new ‘“‘weighted guide- 
lines’’ recognize explicitly contractor in- 
vestment in facilities capital, and they 
reduce somewhat the weight traditional- 
ly given to such items as the total con- 
tract cost and its various component 
parts. 

According to public pronouncements 
by Defense officials the expectation is 
that, in the aggregate, the increased cost 
resulting from recognition of cost of 
money on facilities capital as an allow- 
able contract cost should be offset by a 
decrease in anticipated profits of a 
roughly similar magnitude. The empha- 
sis here is, however, on the word “‘aggre- 
gate.’’ In other words, while there is an 
expectation that the aggregate dollar 
outlay by Defense for a given volume of 
contracts would not change, it is also 
expected that the net result of applying 
Standard No. 414 and the new profit 
policy would be to channel more of the 
procurement dollar in the direction of 
capital intensive contractors. Corre- 
spondingly, contractors whose opera- 
tions employ only a relatively modest 
amount of facilities capital would have 
to endure some loss in their traditional 
share of the Defense procurement dol- 
lar. 

The “‘offset’’ argument advanced in 
the previous paragraph is, in essence, a 
short run argument. In the long run 
Standard No. 414 should have a signifi- 
cant impact on the investment policies 
of Government contractors. The inabil- 
ity of contractors to be sure that con- 
tract prices included adequate recogni- 
tion for the cost of money has led, over 
the years, to a situation where according 


®For details of the new profit policy see Depart- 


ment of Defense, Defense Procurement Circular 
No. 76-3, September 1, 1976. 
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to most observers investment in facili- 
ties capital devoted to Government con- 
tract work has become inadequate. The 
lack of explicit recognition of cost of 
capital has tended to act as an effective 
deterrent to the necessary investment by 
contractors. Implementation of Stand- 
ard No. 414 and the new profit policy 
adopted by the Department of Defense 
should remove that deterrent. Thus as 
additional investments are made, pro- 
duction costs should fall—a fact which 
in a cost based pricing environment will 
be immediately reflected in lower con- 
tract prices. 

Finally, promulgation of Standard 
No. 414 may encourage improvement in 
other cost accounting practices in a way 
that would at first seem unrelated to this 


Standard. One consequence of the pol- 


icy of nonrecognition of cost of capital 
in Government contracting has been the 
existence of a consistent strong incen- 
tive to recognize costs at the contract 
level as soon as possible. In a cost based 
pricing environment such an early 
recognition of costs tends to lead to a 
corresponding early revenue recogni- 
tion and to enhanced cash flows. Thus 
any cost accounting precepts that could 
be used to favor cost deferral had to 
stand up to strong economic pressures 
that favored immediate expensing. And 
if the asset acquired was capitalized the 
same pressures generally dictated that it 
be written off over as short period of 
time as possible—frequently quite irre- 
spective of the economic life of the as- 
set. As the cost of money on facilities 
capital is explicitly recognized, it seems 
reasonable to expect that such con- 
siderations should become 
portant in the selection of proper cost 


less im- 


accounting practices for application in a 
given set of circumstances. 





JACK BIRKHOLZ etal. 


This, Too, ls GAO—The Saga of 
Sierra Safari ’76 


About the annual backpacking trip, a tradition of the San 


Francisco regional office. 


Would you enjoy the excitement of a 
successful hike—the stimulation of 
traveling under your own power, the re- 
laxation of wading in a trickling spring, 
the opportunity to know yourself better 
and to know your associates informally? 
If so, join us now as we recount the ex- 
periences of Sierra Safari ’76. 


The History 


In 1971 the San Francisco regional 
office planned its first backpacking trip 
into the high Sierra Nevada Mountains, 
with Dave Potter and John Williams as 
the organizers. Since then this has be- 
come an annual expedition; each year 
the number of participants has in- 
creased, to the point where this is one of 
the most interesting and talked about 
events we have in the region. 


Why? 


The General Accounting Office in its 
regions is a far flung operation. Many 
times GAO staff members will go for 


months or longer without seeing each 
other. When we do associate, it usually 
is on a professional basis, and we are 
somewhat guarded in the way we con- 
duct ourselves. 

The thought occurred to us that it 
might be rewarding to have an experi- 
ence where we could relax, enjoy each 
other’s company informally, and _ per- 
haps get to know one another better. Af- 
ter all, interpersonal relations are im- 
portant to GAO auditors. We must be 
able to get along with the staff at agen- 
cies we audit, and we most certainly 
must be able to get along with each 
other. We also wanted to do something 
inexpensive, at a pace different from our 
day-to-day lives, and to open new vistas 
to our staff members. A backpacking 
trip seemed the perfect answer to all our 
needs. 

On the trail there are no audit man- 
agers, secretaries, seniors, staff account- 
ants—only friends. As we start our trip 
each year there are always some in our 
group who have never even seen some of 
the others, even though we all work for 





Mr. Birkholz is an audit manager in the San Francisco regional office. He has also served with 
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THE SAGA OF SIERRA SAFARI '76 


... and where now? Left to right: Steve Reed, Randy Climpson, and David Potter. 


the same office. A few days later we all 
are good friends. 


The 1976 Trip 


The last week in June, 19 of us head- 
ed for the mountains—13 men and 6 
women. This year, for the first time, we 
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were joined by 2 members of our admin- 
istrative staff. 

From Tuolumne Meadows and the 
heart of Yosemite National Park, our 
hike took us to Glen Aulin and to Young 
Lakes, near the 11,000-foot crest of the 
Sierra. In 5 days we covered 36 miles. 

While the San Francisco Bay area was 
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The group (left to right): Jack Birkholz, Tom Marr, Steve Ruesel, Henry Zollner, Sharon Ruesel, Randy 
Climpson, Dick Griffone, Diane Shultz, Steve Reed, Dave Potter, Debbie Estright, Chuck Dormann, 


Charlie Zollner, Carole Engle, Bruce Engle. Not shown: Thea Chester, Tom Chester, Maria Tice, and 
Marty Tice. 


Near the top of the Sierra... 
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suffering in 100° heat, we were cool, 
especially at night when we experienced 
freezing temperatures. 

On the trail everyone hikes at their 
own pace. It is not important how fast 
anyone else goes; hiking is a very per- 
sonal experience. Here you get to know 
yourself, and what is comfortable to you 
is the important thing. 

Have you ever hiked uphill on a dusty 
trail, and rounded a bend to hear the 
soft murmur of a mountain stream? 
Drinking that water is one of the truly 
outstanding experiences of this life. To 
find a quiet spot where you can make 
camp, take off your backpack, set up 
your tent, take off your boots, and per- 
haps have a dip in the snow-fed waters is 
indeed a pleasure. 

Trail food at home perhaps would not 
be too appetizing, but at the base camp 
in the mountains it is delicious. Joining 


Our camp from the ridge—the far shore of this lake. 
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the others in a community meal is an ex- 


perience that must be lived to be appre- 
ciated. 

Tom Marr offers the following de- 
scription of our camp: 


Around the southwest side of Young Lake, be- 
low the towering granite obstruction called Rag- 
ged Peak, lay some gently sloping terrain. It was 
here on the edge of a trapezoidal patch of tree- 
less, plant-carpeted, boulder-free shoreline that 
we spent 2 nights. There were two bed- 
rooms—one for those loving the uninterrupted 
expanse of the universe, and the other for those 
loving the view of the star-studded heavens 
through the trees. In between was the simple 
kitchen with a rather small cooking area. A 2- 
foot-high granite slab served as a counter top, 
dining room table, and card playing surface. 
Two trees were our cupboards where we strung 
up our food at night to save it from uninvited 
guests. 

In looking out, we could see the narrow 
sandy shore a mere 20 yards away. Our glance 
swept across the lake to the opposite shore and 
up the forested granite slope where Middle and 
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Upper Young Lakes lay, to the awe-inspiring 
craggy ridge over which the sun peeked each 
morning when it asked, ‘Are you awake?”’ 


The ridge extended from Ragged Peak, a 
thousand feet above, around to the east and to 
the north, and terminated in Mt. Conness. It 
stretched 12,590 feet up from sea level, and we 
stretched too and smiled, for it felt good to be 
here. 

Perhaps the best time of all is after 
dinner when the group sits around the 
campfire and exchanges experiences, 
tells a few stories and jokes, and perhaps 
sings a song or two. Then it is off to the 
sleeping bag. Upon arising, we get to- 
gether for the first cup of coffee; after 
breakfast we fish, go on a short hike or a 
long, strenuous cross-country hike, sun 
ourselves on a flat rock, or just sit and 
do nothing—a true luxury. 

The next day it’s time to pack up and 
hit the trail for new vistas and experi- 
ences. 

Steve Reed remembers: 


Seeing almost no refuse along our 


route— helping to restore faith in humanity. 


Rising early to see the sun light the tips of 
peaks in the West long before it appeared over 
the peaks in the East. 


Helping a young man learn to fish and shar- 
ing his joy and pride at succeeding. 

Drinking water from an unpolluted stream 
(you could visually inspect the stream clear to 
its origin at an unreachable snow-pack above 
us). 

Debbie Estright said about our de- 
scent to the trailhead and home: 


“It was so steep we could have rolled down- 
hill but the traditionalists among us insisted we 


walk.”’ 


Ace Bandage Brigade 


On only one occasion in the past 6 
years have we experienced broken bones, 
and that was only a minor rib injury the 
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first year. This year we had our normal 
assortment of ailments that one might 
expect from hikers who have spent most 
of their time behind desks. There were 
pinched toes, weak ankles, bad downhill 
knees, sore backs, bad shoulders, sun- 
burn and one case of hyperventilation. 
Two or three people thought they were 
going to absolutely die, but 10 seconds 
later after pausing to breathe, every- 
thing was fine. At 10,000 feet, carrying 
40 pounds and walking uphill, one 
breathes just a little bit differently than 
at sea level. 


We Project An Image 


From time to time people dealing with 
GAO auditors receive a not too flatter- 
ing image of us. GAO auditors sup- 
posedly never have time to relax, are al- 
ways looking for trouble, and are happy 
when they find it. We know this is not 
true; but it is difficult to change this im- 
age. Let us relate to you an experience 
that will demonstrate the value of Sierra 
Safari. 

The 19 of us were crossing a large 
meadow in a long narrow line. Now, 19 
people walking in this fashion, complete 
with backpacks, make quite a sight. At a 
rise at the far side of the meadow there 
was a small campground. As we ap- 
proached this campground we could see 
campers there relaxing and observing 
our progress across the meadow. When 
we reached the side of the meadow we 
stopped for a short breather and a drink 
from the mountain stream. 

The campers approached us and ask- 
ed, ‘“Whick hiking group are you in?”’ 

We responded, ‘‘We aren’t with any 
hiking group.” 

They said, ‘Are you an organization 
of some kind?”’ 


GAO Review/Winter ’77 





We said, ‘“‘Well yes, you might say 
that; we all work for the same employ- 
er.”” 

“‘Well, who are you and what do you 
do?”’ 

We said, ‘‘You wouldn’t believe us if 
we told you!”’ 

“Oh, we might, why don’t you try it?”’ 

We replied, ‘‘We are a group of Gov- 
ernment auditors with the United States 
General Accounting Office.”’ 

Their jaws dropped, and at first they 
probably thought we were investigating; 
but they found that we were out to enjoy 
ourselves. The next time those people 
think of Government auditors or of the 
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General Accounting Office, they will 
remember that we, too, can relax and 
enjoy ourselves just like other people. In 
fact, we are not different from others. 


An Invitation 


Next year we again will journey to the 
mountains. We invite our fellow GAOers 
from other regions to join with us in 
Sierra Safari. Spend 4 or 5 days with us 
in the backcountry and develop a better 
understanding of how we work and how 


we think; then collectively we will be a 


more effective office. 


Cutting Government Costs 


The only way to cut government waste and extravagance is to cut government 


income. 
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JOSEPH F. DELFICO 


Proposed Sunset and 
Zero-base Legislation 


The Congressional Budget and Impoundment Control Act of 
1974 changed the way the Congress views the Federal budget. 
Sunset and zero-base proposals being considered would alter the 
way the Congress reviews programs and authorizes legislation. 
How would such procedures work and what are the implications 


of these proposals? 


The congressional budget process has 
completed its first cycle in a rather re- 
markable fashion. Though much re- 
mains to be done to refine the process, 
it has provided the machinery for con- 
sidering the budget as a whole and has 
established a focal point for congres- 
sional budget debate—the concurrent 
resolution on the budget. The Congress, 
in the concurrent resolution, recom- 
mends spending totals and sets national 
spending priorities by recommending 
spending targets for major budget func- 
tions. This resolution is considered one 
of the most important statements of na- 
tional priorities we have. The whole 
process represents a major step in bud- 
get reform. 

Some in the Congress feel, however, 
that, although budget reform by itself 


has helped the Congress regain control 
over the Federal budget, the process is 
but a first step in a broader effort. They 
feel that the ‘top down’’ view provided 
by the budget process should be supple- 
mented by a ‘“‘bottom up”’ view pro- 
vided by looking at the components of 
the budget, the individual programs 
that make up the total budget picture. 
This, in their opinion, would insure that 
we are getting the most out of the money 
we spend (or do not receive, in the case 
of tax expenditures). 

These feelings have led to the intro- 
duction of various sunset bills aimed at 
establishing a fixed reauthorization 
cycle for legislation, and this, in turn, 
has provided the incentive for system- 
atic zero-base review of programs. 

Concern over these proposals has 
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focused primarily on the conceptual fea- 
sibility of performing zero-base reviews, 
workload increases, possible disruption 
of the congressional budget process, and 
the amount of paperwork that may be 
generated. These concerns have been 
the subject of much interest at recent 
congressional hearings.’ 

The intent of this article is not to ex- 
pand on these concerns but to describe 
the current budget process, zero-base 
review, and sunset proposals and to 


highlight GAO’s involvement. 


The Congressional Budget 
and impoundment Control Act 
of 1974 


The Congressional Budget and Im- 
poundment Control Act of 1974 pro- 
vides for establishment of a new con- 
gressional budget process, a Committee 
on the Budget (also referred to as a 
Budget Committee) in each House, and 
a Congressional Budget Office (CBO).? 
The act includes a procedure for provid- 
ing congressional control over the im- 
poundment of funds by the executive 
branch, provides the Congress with im 
proved fiscal procedures, and focuses on 
a new congressional budget timetable 
planned around an October | start of 


1Hearings before the Subcommittee on Inter- 
governmental Relations of the Committee on Gov- 
ernment Operations, U.S. Senate, on the Govern- 
ment Economy and Spending Reform Act of 1976, 
§.2925 March 19, 1976, and hearings before the 
Committee on the Budget, House of Representa- 
tives, on sunset legislation and zero-base budg- 
eting July 28, 1976. 


2For a detailed discussion of the act, see GAO 
report to the Congress, ‘The Congressional Budg- 
et and Impoundment Control Act of 1974: Its Im- 
pact on the Authorizing Committees and GAO”’ 
(OPA-76-29) April 21, 1976. 
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the fiscal year. In addition to the roles 
of the new Budget Committees and the 
CBO, it also provides for expanding the 
roles of both the standing committees 
and GAO in the areas of program evalu- 
ation and fiscal and budgetary informa- 
tion. 

The enactment of this law was the re- 
sult of a longstanding desire on the part 
of the Congress to increase control over 
the budget. Previously the Congress re- 
viewed each bill or budget proposal sep- 
arately and considered it on its own 
merit without a comprehensive review 
of the budget as a whole and without a 
systematic basis for establishing 
priorities. 

Backdoor spending—when spending 
authority other than by regular appro- 
priations is provided through contract 
and borrowing authority— presented an- 
other congressional budget control 
problem. Title IV of the act provides for 
improved procedures for controlling 
such authority. 

The lack of coordination of major 
events in the current budget cycle also 
concerned the Congress. Late appropri- 
ations due to delays in passage of au- 
thorization bills caused executive agen- 
cies to increasingly rely on continuing 
resolutions for funding well after the 
start of the new fiscal year. 

There are four major phases in the 
congressional budget process. 


© The first phase, involving informa- 
tion gathering and analysis, starts 
with the President’s submission of 
the current services budget on 
November 10 and ends with each 
Budget Committee’s submission of 
its proposed first concurrent resolu- 
tion. 


© The second phase extends from 
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April 16 to May 15 and includes de- 
bate and adoption, by both Houses, 
of the first concurrent resolution. 
The third phase, from May 16 to 
early September, provides for re- 
view and enactment of individual 
spending bills. The act generally 
requires that new authorizing legis- 
lation, except for entitlement bills, 
be submitted to the floor by May 15 
so that the appropriations process 
can then proceed promptly. 

The fourth phase, between early 
September and September 25, in- 
volves congressional action on a 
budget reconciliation bill after re- 
viewing spending, revenue, and 
debt requirements included in the 
second budget resolution. 


The new congressional budget time- 
table is based on a fiscal year starting on 
October 1. The process of events is 
shown in table 1. 

Enactment of the Congressional 
Budget and Impoundment Control Act 
of 1974 not only provided substantial 
changes in congressional organization 
and procedures for considering the Fed- 
eral budget but also assigned numerous 
additional responsibilities to the Comp- 
troller General and revised others. 

Titles VII, VIII, and X and the act’s 
objective to assure effective congres- 
sional control over the budgetary proc- 
ess have resulted in increased efforts by 
GAO to assist the Congress in: 


Review and evcluation of Government programs 


Title VII of the act strengthens our program 
evaluation role by requiring us to review and 
evaluate Government programs carried on 
under existing law, to develop and recom- 
mend methods for reviewing and evaluating 
Government programs and activities, and to 
assist in developing statements of legislative 


objectives and methods for assessing and re- 
porting actual program performance. 


Specification and fulfillment of congressional 
information needs 


Title VIII of the act clarifies and strengthens 
the extensive responsibilities concerning Fed- 
eral fiscal, budgetary, and program-related 
data and information systems given to the 
Comptroller General in cooperation with the 
Secretary of the Treasury; the Director, 
OMB; and the Director of the CBO. 


Control of Presidential impoundments 


Title X of the act gives us important new re- 
sponsibilities regarding congressional consid- 
eration of rescissions and deferrals of budget 
authority proposed by the President. 


Sunset 


In general, sunset legislation provides 
for the automatic termination of author- 
izations for programs or agencies, on a 
predetermined date, unless the legisla- 
tion is reenacted. In some current pro- 
posals, reenactment must be preceded 
by a zero-base evaluation of affected 
programs. Colorado has recently enact- 
ed major sunset legislation targeted 
mainly at regulatory agencies. 

Most Federal sunset proposals® sched- 
ule termination dates by major budget 
functional or subfunctional categories. 
Predetermined segments of the budget 
are reviewed annually, taking about 4 to 
5 years to complete the review of all 
budget categories before starting the 
next cycle. 

Congressional interest in sunset legis- 
lation is due in part to the increasing 
concern over the growth of government 
organizations. A recent Brookings Insti- 


3Perhaps the most comprehensive proposal to 
date, the Government Economy and Spending Re- 
form Act of 1976, $.2925, was introduced in the 
Senate in February 1976. 
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On or before 
Nov. 10 
Dec. 31 


15th day after the 
Congress meets 

Mar. 15 

Apr. 1 

Apr. 10 

Apr. 15 

May 15 

May 15 

July 15 

7th day after Labor 
Day 

Sept. 15 


Sept. 25 


Oct. 1 
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TABLE 1 


Action to be completed 


President to submit current services budget. 
Joint Economic Committee to submit economic evalu- 
ation of current services budget. 


President to submit his budget. 


Committees and joint committees to submit reports to 
Budget Committees. 

CBO to submit report to Budget Committees. 

President to submit amendments to budget. 

Budget Committees to report first concurrent resolu- 
tion on the budget to their Houses. 

Committees to report bills and resolutions author- 
izing new budget authority. 

Congress to complete action on first concurrent reso- 
lution on the budget. 

President to submit additional amendments to budget. 

Congress to complete action on bills and resolutions 
providing new budget authority and new spending 
authority. 

Congress to complete action on second required con- 
current resolution on the budget. 

Congress to complete action on reconciliation bill or 
resolution, or both, implementing second required 
concurrent resolution. 


Fiscal year begins. 





tution study* developed an interesting 
trend which showed the growth in the 
cumulative number of Federal organiza- 
tions that survived from 1789 to 1973 to 
be exponential. Brookings concluded 
that ‘‘such a tendency bears some chal- 
lenging implications for policy makers 
and managers of governmental machin- 
ery. 


*Are Government Organizations Immortal?, 
Herbert Kaufman, Brookings Institution, 1976. 
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But perhaps the major interest in sun- 
set legislation results from the growth of 
programs operating under statutes pro- 
viding permanent and indefinite author- 
ity. Sunset legislation would require the 
systematic review of these programs, 
which for the most part are not now sys- 
tematically reviewed and which account 
for over one-third of the Federal budget. 

Another factor in considering sunset 
legislation was that a systematic review 
of programs by function or subfunction 
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could be made simultaneously. The Con- 
gress could then have the opportunity to 
examine and compare groups of similar 
programs instead of considering them 
individually in bits and pieces. This ap- 
proach would focus debate in an entire 
policy area across jurisdictional bound- 
aries of agencies and committees. Hope- 
fully, any duplication in programs and 
their cross-impacts would surface during 
the review of a major policy area. 


Zero-base Budget and Review 


Though there are subtle differences 
in the processes, the terms “‘zero-base 
budget’’ and ‘‘zero-base review’ have 
often been used interchangeably. The 
former is basically an executive tool for 
examining program components from 
the ground up, and it emphasizes pro- 
jected services of programs, operating 
efficiency, and ranking of alternative 
projects. Zero-base review is a process 
designed primarily for the legislator’s 
use, and it emphasizes evaluation of 
past program performance along with 
the analysis of options. The emphasis on 
past performance is due in part to the 
legislator’s need to know about a pro- 
gram’s past performance and accom- 
plishments before deciding on reauthor- 
ization. Though evaluation of past per- 
formance is a vital part of program ad- 
ministration, the administrator is also 
concerned about running the program; 
therefore, the executive’s emphasis in 
zero-base budgeting, is on projected 
service and operational efficiency. 

Zero-base budgeting is a procedure 
for annually examining the entire budg- 
et of a program, not just the increment 
requested above current levels of spend- 
ing. It has been used in various States. 
Georgia has used zero-base budgeting in 


ee 
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its normal planning process for about 5 
years, and according to Allen Schick of 
the Congressional Research Service, 
zero-base budgeting is gathering mo- 
mentum in other States. Approximately 
a dozen States have introduced some 
form of zero-base budgeting in their reg- 
ular budget process. At least three addi- 
tional States appear to be on the thresh- 
old of implementing it, while half a 
dozen more are giving the idea serious 
consideration. Five States have consid- 
ered it but have not implemented it. 

The zero-base process differs among 
governments using it. Peter Pyhrr 
(sounds like ‘‘peer’’), who has written 
one of the first books on the subject,® 
describes the process as a component of 
planning. In general, planning identifies 
the output desired and budgeting iden- 
tifies the input required. Zero-base 
budgeting develops information on all 
activities, alternatives and costs to a- 


e 


chieve an operating plan. 
There are usually three basic steps in 
the zero-base budgeting process. 


1. Developing ‘“‘decision packages’ 
for each program. These packages 
explain the programs in detail and 
include: 


Goals and objectives 
Consequences of not performing the 
program 

Performance measures 

Alternative courses of action 

Costs and benefits 

The key factor in zero-base budgeting 

is defining alternative courses of action. 
There are two typical types of alterna- 
tive courses of action: performing the 
program in different ways and perform- 
ing the program at different levels. The 


5Zero-based budgeting, a practical management 


tool for evaluating expenses.,Peter A. Pyhrr, John 
Wiley and Sons, N.Y., 1973. 
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latter usually requires an analysis of how 
the program will function at funding lev- 
els above and below current levels and 
determining the lowest level of funding 
below which it is not feasible to carry on 
the program. 


2. Ranking the “‘decision packages”’ 
in order of priority. In theory, this 
step involves evaluating and rank- 
ing the packages in priority order. 
Cost-benefit analysis can aid in 
this process. 

. Allocating resources according to 
final ranking of programs. This 
step, though seemingly simple, is 
the most crucial. The allocation of 
resources implies an answer to a 
most difficult question. Are the 
benefits which are lost where funds 
are decreased less than those 
gained where funds are increased? 
This is a process of trying to maxi- 
mize performance given a fixed 


budget. 


Future Implications of 
Spending Reform 


The future of congressional spending 
reform is unclear, but the bipartisan 
support given to major sunset and zero- 
base bills suggests that congressional 
interest has not diminished since the 
passage of the Congressional Budget 
Act. Future legislation in this area will 
most surely affect GAO. 

A key question which is fundamental 
to the workings of sunset legislation is 
the identification of what a program is. 
GAO is currently in the thick of this is- 
sue. Last year we worked with 25 author- 
izing committees and over 70 depart- 
ments and agencies to have the fiscal 
year 1977 budget data reported to the 
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committees in terms of “‘programs’’ as 
created in authorizing legislation. The 
committees have used this information 
in their review of the President’s pro- 
posed funding levels and in preparing 
their views and estimates reports to the 
Budget Committees. This work is a con- 
tinuing part of our assistance to commit- 
tees under title VIII of the Congres- 
sional Budget Act of 1974. We are now 
identifying ways of improving the re- 
porting for the fiscal year 1978 budget, 
especially the classification of programs 
in terms of the authorizing legislation, 
with the cross-references to committee 
jurisdiction and appropriation account. 
This work should provide a useful infor- 
mational aid for the Congress to relate 
the budgetary process with its legisla- 
tive and oversight activities. It may also 
begin to establish, for congressional use 
and reporting, the entities that are to be 
called ‘‘programs.”’ 

Some possible implications of zero- 
base review for GAO, especially in the 
program evaluation area, can be seen 
from a comment made by Peter Pyhrr 
at a congressional hearing. In comment- 
ing on the process, he said: ‘“‘In a more 
practical view, ‘zero-base’ means the 
evaluation of all programs.* * * For the 
majority of programs, we will concen- 
trate our analysis on evaluating pro- 
gram efficiency and effectiveness and 
the evaluation and prioritization of dif- 
ferent levels of effort.” 

Along these same lines, William 
Gorham, President of The Urban Insti- 
tute, testified to the House Budget Com- 
mittee that ‘‘evaluation is the linchpin 
of zero-base budgeting.” 

GAO’s involvement in program evalu- 
ation and the emphasis given to it in 
title VII of the Congressional Budget 


39 





SUNSET AND ZERO-BASE LEGISLATION 


Act of 1974, coupled with the fact that we will be deeply involved in the zero- 
major legislative proposals in this area base review process if the Congress de- 
require GAO involvement, indicates that cides to adopt it. 


Accounting Is Not a Precise Art 


In addition to the controversial subject of inventory valuation, estimate and 
judgment are required all along the line. Sometimes this seems to be forgotten 
by those dedicated to handcuffing the professional accountant to a rigid set of 
prescriptions, rules, and regulations. 


Prof. William A. Paton 


University of Michigan 
Journal of Accountancy 
June 1976 
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LAWRENCE BONANNI 


For Auditing Relief, 
Try ADP 


The age of computers has arrived and GAO has taken this 
technological advance in its stride. This article focuses upon 


the role ADP and statistical experts played in a review of 


Medicaid overbillings. 


The Computer 


The computer enables modern in- 
dustry and government to process mil- 
lions of accounting documents in a frac- 
tion of the time needed to do it manual- 
ly. Otherwise, our Nation would become 
deluged in a sea of invoices, vouchers, 
and timecards. But for all of its ad- 
vantages the computer does have some 
drawbacks— especially for the auditor. 


The Auditor and the Machine 


The traditional auditor, who previous- 
ly found himself at home in mountains 
of invoices, canceled checks, and ledg- 
ers, finds himself surrounded by blink- 
ing machines with whirring tapes. This 
new technology, quite understandably, 
posed problems for GAO as for other au- 
diting organizations. Today, however, 
each GAO audit team generally has staff 
members trained in computer technol- 
ogy. If none are available, the audit staff 
can draw upon the expertise of his of- 
fice’s data processing and systems anal- 


ysis group, which consists of both ADP 
and statistical experts. Such groups 
operate in all GAO field offices. 

In a review of Medicaid eligibility in 
New York City, the GAO audit team, 
with the help of such a group, found 
that hospital invoices intended for a 
State and locally funded Medicaid pro- 
gram were being applied to the federally 
reimbursable program. An improperly 
prepared computer program was caus 
ing New York State to overcharge the 
Federal Government by more than $18 
million. 

Although the complexity of the pro- 
gram would have normally required that 
we use expert programers, the work was 
actually accomplished by junior staff 
members Ron Parker and Al Sharif, 
whose only computer training consisted 
of undergraduate ADP courses. 


The Federal Government 
Is Overbilled By Millions 


New York City had been claiming 
Federal reimbursement for hospital 





Mr. Bonanni is a supervisory auditor in the New York regional office. He is a graduate of St. 
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services to persons who were not eligible 
to receive Medicaid sponsored by the 
Department of Health, Education, and 
Welfare. The Federal share of the over- 
billings amounted to $14 million. 

The auditors were confronted with a 
staggering volume of data—New York 
City processed about 500,000 hospital 
claims valued at $250 million during the 
15 months of incorrect charges. Fur- 
thermore, each week’s delay in the audit 
meant additional millions going down 
the drain. 


Initial Disclosure 


The situation came to light while the 
auditors were preparing to test the ac- 
curacy of information from Medicaid 
enrollers on claims processed by the 
City’s Human Resources Administration 
in January 1974. Case histories revealed 
that some claims totaling over $100,000 
purportedly qualifying because of the 
recipients’ ages actually dealt with peo- 
ple under 65. Although still eligible for 
the State home relief program, the 
claims became ineligible for Federal 


Medicaid. 


Magiiitude of Error 


The Human Resources Administra- 
tion’s automated hospital payments and 
reimbursement system began operating 
in May 1973. The system’s computer 
tapes include claims for individuals 
covered by both the Federal and State 
Medicaid programs. Although Admin- 
istration policy requires that such tapes 
be retained for 26 months, all tapes 
from before November 1973, as well as 
the February 1974 tape, were either de 
stroyed or, as we found later, mislabel- 


ed. 
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The audit team designed a computer 
program that would produce lists of old 
age assistance claims made on behalf of 
public assistance or medically needy re- 
cipients under 65 years of age. This 
program was run on all reimbursement 
tapes retained by New York City. 

The printout disclosed that the city 
had claimed $14 million of Federal re- 
imbursement for ineligible persons. 


Cause of Overbilling 


Direct instructions to the computer 
had caused it to convert certain claims 
to the Federal old age assistance cate- 
gory. The program reclassified these 
claims through at least two routines: 


¢ In the first routine, the program 
erroneously compared a four- 
character birth date (for example, 
12/63) to the first four characters of 
a six-character admission date (for 
example, 01/31/35). If the birth 
date was greater than the hospital 
admission date, the eligibility code 
was changed to the Federal old age 
assistance category. The program’s 
intention was to determine which 
home relief recipients became age 
65 while in the hospital; costs for 
those patients were subject to 
Federal sharing. 
In the second routine, certain 
claims were erroneously converted 
when the admission date was left 


blank. 


Action Taken to Correct Error 


Responsible HEW, State, and city of- 
ficials were promptly notified. The city 


immediately corrected its computer 
program. New York State subsequently 
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reviewed New York City Medicaid 
claims on its own and found an ad- 
ditional $4 million that was incorrectly 


charged to HEW. 


Summary 


We first suspected overbilling in July 
1974. Within a month, we were able to 
elicit corrective action. Were it not for 
the use of the computer as an auditing 
tool, the staff would have been forced to 
spend many months of tedious, method- 
ical auditing to uncover even a fraction 
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of the total overbilling. In fact, the ac- 
tual extent of the problem might never 
have come to light. 

The computer not only freed the staff 
from the drudgery of extensive, detailed 
auditing but it also enabled us to move 
on to other assignments sooner than ex- 
pected. And it gave us fast relief. 


Epitor’s Note: The GAO findings discussed in 
this article were included in a GAO report ad- 
dressed to the Secretary of Health, Education, and 
Welfare (B-164031(3)), Oct. 17, 1975). 


Filling a Need 


There’s little question that U.S. taxpayers will continue to look with favor on 
the GAO for its seldom publicized devotion to fiscal responsibility. 
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JAMES K. KRAWCHYK 


Auditing the District of 
Columbia Government— 
A Unique Experience 


A GAO auditor who has spent 2 years at the D.C. Government 
audit site uses a comparative approach to evaluate his experi- 


ences as they relate to career development. 


Throughout my GAO career, the im- 
portance of obtaining a regional office 
assignment has been stressed. The pol- 
icy that ‘“‘field’’ experience is con- 
sidered an important part of career ad- 
vancement to top-level management 
positions has been reiterated many 
times. And with good logic for, all too 
often, headquarters staff members do 
not have the opportunity to see a job 
through all its phases, particularly in 
respect to job execution. 

With all the emphasis on regional of- 
fices, the valuable ‘‘field’’ and other 
unique experience available at the 
District of Columbia audit site has 
seldom been acknowledged. The work 
being carried out there presents com- 
plex and interesting challenges in audit 
work, particularly to staff members in 


grades GS-7 through 13. 


What Experience Is Best? 


Some have written about their GAO 
experience in glamorous terms (e.g., 
dealing with famous figures, traveling to 


exotic places, etc.). But from a practical 
standpoint, what is the ‘“‘best’’ ex- 
perience for a young staff member to 
receive? Presumably, this very question 
will be answered by the GAO Career 
Management Committee through devel- 
opment of Office-wide career tracks. In 
any case, it would seem logical that the 
broadest experience base possible is 
desirable. 

Obviously, it is both impractical and 
physically impossible to spend time at 
all audit sites. Therefore, it is incum- 
bent upon a staff member to ferret out 
those sites which provide diverse ex- 
periences—not only in subject matter, 
but more importantly, in the application 
of audit techniques. The D.C. Govern- 
ment audit site, with a variety and depth 
of activities not commonly found at 
other sites, fits the criteria perfectly. 


Site Organization and 
Activities 

The site’s responsibilities have con- 
tinually grown, culminating in the 
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passage of the District of Columbia 
Self-Government and Governmental 
Reorganization (Home Rule) Act in 
1973. With that legislation, GAO’s audit 
functions concerning the city were for- 
mally stated to cover the audit of all 
District accounts and operations. Ac- 
cordingly, a significant amount of finan- 
cial as well as management auditing is 
performed. 

To meet the mandate of the Home 
Rule Act, the site’s efforts are concen- 
trated in five functional subject areas, 
as follows: 


1. Public safety and transportation 
(police and fire departments, 
courts, corrections, highways and 
traffic, etc.). 

Social and economic well-being 
(housing, recreation, environ- 
mental services, welfare). 
Education (public schools, higher 
education, District colleges). 
Governmental direction and 
support (taxes, bonds, budgeting). 
Special projects. 

Auditors entering into any one of 
these groups have the chance to par- 
ticipate in a job from its conception 
through the final stages. The obvious 
reason for this is that ‘“headquarters’’ 
and ‘‘field’’ are one. Accordingly, this 
necessitates that all the basic GAO func- 
tions of planning, executing, and report 
writing and processing be performed by 
the same group of people—without 
many of the annoying administrative 
burdens normally associated with head- 
quarters-field efforts. This provides the 
opportunity to gain job insight not 
typically found on a consistent basis 
elsewhere—be it Washington or a 
regional office. And this work does not 
exclude entry level personnel; the site 
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policy is to get everyone into the work- 
stream as soon as possible and provide 
them with a reasonable workload and 
level of responsibility. 


Travel: A Distinguishing Factor 


Based on statements by staff members 
who have had regional office assign- 
ments, there is at least one major dif- 
ference between the D.C. Government 
audit site and the regions—travel. 
Although there is not extensive travel at 
the site, some trips are made to compare 
District operations with those of other 
cities. For example, a review of the 
Metropolitan Police Department will 
necessitate visits to similar cities to ex- 
amine police programs and activities. 
However, most of the jobs require little 
or no travel. 


A Hybrid Government 


What makes the experience at D.C. 
Government so unique is the unusual 
nature of the District, a city with a 
population of 700,000 and an annual 
budget of $1.2 billion. Although the 
Home Rule Act granted authority to 
govern the District to an elected Mayor 
and City Council, the Congress retained 
approval power over the city budget and 
can disallow City Council actions. The 
opportunity therefore exists to see not 
only the Federal Government in action, 
but local government as well. 

A typical audit assignment at an ex- 
ecutive agency in Washington usually 
leads to only limited exposure to that 
agency’s activities. This is mostly true 
for the larger agencies, because the 
audit staff normally is divided to handle 
specific programs. A similar situation 
exists in the regions where agency 
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reviews generally are fragmented. But 
as the organizational chart on page 47 
the District 
‘mini’? Federal Government in many 
respects. This, coupled with the organi- 
zation of the audit staff, affords a 
chance to deal with the operations of an 
entire agency rather than just a seg- 
ment. A review of the City’s youth serv- 
ices office and the previously mentioned 
police review are good illustrations of 
agency-wide jobs. 

Because the Congress does have 
“‘power of the purse’ over the District, 
the site usually has considerable con- 
gressionally requested work. This in- 
cludes advising on pending legislation 
and budget requests, and formulating 
budget alternatives. The congressional 
involvement, along with the publicity of 
New York City’s problems, have led to 
increased public interest in the Dis- 


indicates, represents a 


trict’s affairs. Consequently, most of our 
findings enjoy a high degree of visibility 
and recognition. This naturally adds to 
job satisfaction, even if repeated fol- 
lowups are necessary before all the 
recommendations are adopted. 


Some Drawbacks 


Any audit site typically carries with it 
certain job handicaps. The D.C. Govern- 
ment site is no exception, and a discus- 
sion of the site would be incomplete 
without mentioning potential complica- 
tions. 

First of all, some District officials are 
more combative in nature than those en- 
countered elsewhere. They are not only 
reluctant to concede a point, but often 
carry discussions to extremes. Although 
this tends to slow down work, it forces 
the auditor to modify auditing techni- 


ques and also sharpens his skills in deal- 
ing with people. 

Another obstacle is that the available 
records, financial or otherwise, are 
acknowledged to be in poor condition. 
Although this too hampers audit efforts, 
it is beneficial from an experience stand- 
point. Without complete, reliable rec- 
ords, an auditor must be imaginative 
and resourceful in developing alter- 
native ways of obtaining the required 
data or working around the deficiency. 
It should also be noted that nothing as 
yet has proven so insurmountable as to 
prevent job completion. 

Finally, the District is usually slow to 
comply with our recommendations. Fol- 
lowup reviews frequently are needed to 
bring about change. This problem has 
been recognized by the Congress, which 
recently has been asking District of- 
ficials to respond to GAO reports in 
open hearings. As this congressional in- 
terest continues and intensifies, the 
District’s action on our recommenda- 
tions should become more timely. 


D.C. Government and 
Career Development 


Is D.C. Government audit experience 
as valuable as regional office experi- 
ence? Although I believe this question 
can be rationally discussed, the intent of 
this article is not to make such an asser- 
tion. Some comparisons were drawn 
along these lines merely to illustrate the 
significance of an assignment at the 
D.C. Government audit site in relation 
to other valued experience. In addition, 
I am not advocating evaluation of the 
two types of assignments on an either/or 
basis. Certainly, there are benefits to be 
derived from each. 
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Having spent the last 2 years at the through the Office. An assignment there 
D.C. Government audit site, however, I should be judged and recognized on 
have found that it offers invaluable ex- _ that basis. 
perience for staff members advancing 


GAO Audit Standards 


One of the most important and far reaching efforts to improve government ac- 
countability was the 1972 publication of the General Accounting Office: Stand- 
ards for Audit of Governmental Organizations, Programs, Activities, and 
Functions. In that document the GAO recommended expansion of the customary 
financially oriented governmental audit to include an evaluation of the economy, 
efficiency and effectiveness of government progams. 


Price Waterhouse & Co. 


Statement on 
Washington Interaction 
1976 
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STEPHEN L. KELETI and JOSEPH A. MARANTO 


The GAO Audit of the 
Small Business Administration 


The 93d Congress directed GAO to conduct a full-scale audit of 
the Small Business Administration and report to the House and 
Senate not later than 6 months from the date of the act. 

Previous articles in the Review (Fall 1975, Spring 1976) 
described the overall plan and how GAO performed the audit 

of the Administration’s largest loan program. This article 
describes the results of the work performed. 


Exactly 2 years after the passage of 
Public Law 93-386 on August 23, 1974, 
GAO completed the last in its series of 
eight reports to the Congress on a total 
audit of the Small Business Administra- 
tion. The eight reports covered a wide 
spectrum of SBA activities: 


Procurement matters. 

Major loan programs. 

Lease guarantees. 

Personnel practices. 

An examination of financial 
statements. 

Organization, management, 
review functions. 


The General Government Division 
was responsible for six assignments; the 
Federal Personnel and Compensation 


and 





Division and the Washington regional 
office each handled one assignment. 
The Special Analysis Section of the Of- 
fice of the General Counsel provided le- 
gal assistance throughout the work. All 
15 GAO regional offices participated in 
the assignments that were conducted at 
53 SBA field offices. 

An article in the Fall 1975 GAO 
Review described our overall plan for 
the SBA audit. It also described the key 
events preceding the August 1974 act, 
including the House Banking and Cur- 
rency Committee’s investigation of 20 of 
SBA’s 91 field offices, with the Rich- 
mond, Virginia, office receiving the 
largest amount of attention. We also de- 
scribed the manner in which we selected 
eight major programs and activities with 


Mr. Keleti, an assistant director in the Community and Economic Development Division, holds 
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the idea that they would provide us with 
broad coverage of SBA’s operations, in- 
cluding the effectiveness of several SBA 
loan programs and the efficiency with 
which SBA carried out its personnel 
management and financial operations. 

In the Spring 1976 issue of the GAO 
Review, a second article described the 
effective cooperative working relation- 
ships between GAO’s Washington and 
regional office staffs in carrying out an 
extensive audit of the agency’s largest 
loan program. 

GAO staff members dealt with the 
staff of the House Committee on Bank- 
ing and Currency in all events that oc- 
curred before and immediately after the 
act was passed. However, a House action 
changed the legislative responsibility for 
small business from the Banking and 
Currency Committee to the newly 
created House Small Business Commit- 
tee. The change became effective with 
the start of the 94th Congress in January 
1975. In February 1975, we briefed the 
new committee’s staff on our review ef- 
forts under the public law. 


Audit Findings 


GAO’s work was summarized in eight 
reports. The principal findings are de- 
scribed below. 


Questionable Effectiveness of the 
8(a) Procurement Program 


Section 8(a) of the Small Business Act 
of 1953 gives SBA the authority to enter 
into procurement contracts with Federal 
agencies, and, in turn, subcontract the 
work to small businesses. SBA has used 
this authority to develop programs de- 
signed to assist socially or economically 
disadvantaged small businessmen in 
achieving competitive positions in the 


50 


financial marketplace. At the time of our 

report (GGD-75-57, Apr. 16, 1975), SBA 

had awarded 6,912 subcontracts totaling 

$737,100,000 to over 2,800 business 

firms. 

We reported that: 
¢ SBA’s success in helping disad- 

vantaged firms become self-suf- 
ficient and competitive had been 
minimal. We evaluated the progress 
of 110 firms, 73 of which had not 
become self-sufficient. A major rea- 
son for the lack of success was 
SBA’s inability to control the sup- 
ply of contracts from Federal agen- 
cies. 
SBA’s ineffective monitoring of 
sponsors’ activities to provide man- 
agement service, training, and capi- 
tal to 8(a) firms, as well as sponsors’ 
high degree of control over disad- 
vantaged firms, permitted some 
sponsors to maintain their standing 
in the marketplace by using the 8(a) 
program. 
Owners of applicant firms must be 
socially or economically disadvan- 
taged to qualify for the 8a) pro- 
gram. SBA has admitted applicants 
in the program on the basis of so- 
cial disadvantage without docu- 
menting the reason assistance is 
needed. Some applicants whose 
need for assistance appears ques- 
tionable had been admitted to the 
program. 


The Investment Company Program 


Section 301(d) of the Small Business 
Investment Act, authorizes SBA to li- 
cense, regulate, and finance privately 
owned and operated investment compa- 
nies. The purpose is to provide equity 
capital, long-term loans, and manage- 
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ment assistance to small businesses that 
are at least 50 percent owned and man- 
aged by socially or economically disad- 
vantaged businessmen. 

Our report on this program was en- 
titled ‘‘A Look at How the Small Busi- 
ness Administration’s Investment Com- 
pany Program for Assisting Disadvan- 
taged Businessmen Is Working’ (GGD- 
75-74, Oct. 8, 1975). 

We reported that: 


© Available funds were only partially 
invested. 
For those businesses receiving 
help, the investment companies 
were opting for loans rather than 
more risky equity participation. 
Granted the risks assumed by the 
investment companies, some of 
their arrangements with small 
businesses appeared to be one 
sided. 
Eligibility requirements were poor- 
ly defined, and help was being 
given to some businesses that did 
not appear to need assistance. 
Better management information 
could result if improvements were 
made in the reporting system for 
monitoring 301(d) investment com- 
pany activities. 
SBA had adopted a hands-off ap- 
proach to the program, preferring 
what it terms ‘“‘the capitalistic 


9 


way. 


The Lease Guarantee Program 


Under its lease guarantee program, 
SBA helps small businesses lease com- 
mercial and industrial space, which, be- 
cause of insufficient credit standing, 
would not be obtainable at reasonable 
terms. As of June 30, 1974, the agency’s 
contingent liability was about $337 
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million. The program is required to be 
self-sustaining. Administrative expenses 
and payments to landlords must be cov- 
ered by premiums charged to the small 
business or the landlord. 

Our report, entitled ‘Substantial 
Losses Projected for the Small Business 
Administration’s Lease Guarantee Pro- 
gram’? (GGD-75-101, Oct. 9, 1975), 
showed that: 


¢ The program was not self- 
sustaining for policies issued 
through fiscal year 1974, and pro- 
jected net losses might be about 
$17 million by fiscal year 1987. 
Additional appropriations might be 
needed to cover projected losses on 
lease guarantees already issued. 
New actuarial studies would likely 
show that the 2.5 percent legal lim- 
itation on loss premiums would 
have to be increased if the program 
was to be self-sustaining. 
SBA used poor judgment in approv- 
ing guarantees for businesses 
which could not reasonably be ex- 
pected to succeed. 
Although SBA did not have an ade- 
quate system for screening high- 
risk applicants with major deficien- 
cies, it guaranteed rents on special- 
ized properties which are difficult 
to re-rent when defaults occur. 


Personnel Management 


During its routine evaluations at the 
agency, the Civil Service Commission 
found weaknesses in SBA’s personnel 
management. We noted that the agency 
had generally taken corrective action on 
Commission recommendations. 

Our employee opinion survey showed 
that the majority considered personnel 
programs and practices good or fair. 
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When specific allegations of impropri- 
eties were made, we attempted to deter- 
mine their validity but were generally 
unable to document improper actions. 

We found numerous political referrals 
in correspondence files. Thirty-seven 
percent of the agency’s employees felt 
that political influence had been used in 
filling certain jobs. 

This report was entitled ‘‘Personnel 
Management in the Small Business Ad- 
ministration’’ (FPCD-76-10, Nov. 28, 
1975). 


The 7(a) Loan Program 


Under section 7(a) of the Small Busi- 
ness Act, SBA guarantees and makes 
direct loans to small businesses. This 
program is the agency’s basic and larg- 
est loan program. We reviewed the pro- 
gram at 24 of the agency’s district of- 


fices, randomly selecting and examining 
980 loans. 


Although the agency has aided, coun- 
seled, and assisted many small busi- 
nesses throughout the Nation, we found 
problems that required management at- 
tention. Our report, entitled ‘‘The Small 
Business Administration Needs to Im- 
prove Its 7(a) Loan Program’’ (GGD- 
76-24, Feb. 23, 1976), brought out that: 


© Loan proceeds were approved for 
questionable purposes. Numerous 
loans were approved which merely 
transferred the risk of loan pay- 
ment from banks and other credi- 
tors to the agency itself. Some loans 
were made to wealthy businesses 
not intended to receive assistance. 
SBA did not always adequately ana- 
lyze the prospective borrower’s 
financial condition or verify the 
adequacy of collateral pledged. As 
a result, loans were approved when 


it was questionable whether they 

were of such sound value or so 

secured as to reasonably assure 
repayment. 

The agency did not act effectively 

after loans were made to increase 

the chances of borrower success 
and repayment. 

— Borrowers used loan proceeds for 
unauthorized purposes which 
went undetected. 

—Procedures were not adequate 
for detecting delinquent loans 
and the reasons for the delin- 
quency, and therefore borrowers 
in need of help were not known. 

— Borrowers’ progress was not rou- 
tinely checked. 

—Management assistance pro- 
grams were not helping busi- 
nesses overcome their problems. 

A problem which permeated the en- 
tire loan process was a shortage or im- 
proper alignment of personnel at the 
district office level. 


Local Development Company Loans 


SBA is making capital available 
through loans to local development com- 
panies for constructing, expanding, or 
converting plants for use by small busi- 
nesses. From the program’s inception in 
fiscal year 1959 to June 30, 1974, the 
agency approved 5,271 loans valued at 
over $1 billion. SBA’s philosophy is that, 
through the local development compa- 
ny, the program attracts local financial 
and moral support because the resulting 
business improves the local economy 
through increased jobs, taxes, and in- 
direct stimulation of other businesses. 

Our report was entitled ‘“The Small 
Business Administration’s Local Devel- 
opment Company Loans Are Making 
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Capital Available—But Other Aims Are 
Often Subverted’’ (GGD-76-7, Mar. 31, 
1976). We reported that: 


© The local development company 
often was a facade allowing a small 
business to obtain the benefits of 
the longer term, lower interest rate 
loans available under this program. 
One or more of the program’s eli- 
gibility requirements had not been 
met in 36 of the 95 loans examined. 
SBA overstated the program’s ac- 
complishments because it did not 
have a system to measure the eco- 
nomic benefits. 
No loan approval criteria had been 
established which related dollars 
invested to jobs created. 
Loans were approved without ade- 
quate assurance that the financial 
assistance applied for was not oth- 
erwise available on reasonable 
terms. 


Financial Management 


GAO’s examination of SBA’s finan- 
cial management policies, procedures, 
and practices and the ability of its ac- 
counting system to provide financial in- 
formation responsive to management 
needs enabled us to recommend that the 
usefulness of financial data be improved 
to help SBA control resources and oper- 
ations and the financial management 
system be improved. 

Our report on this function was en- 
titled ‘‘Need for Improvement in Small 
Business Administration’s Financial 
Management’”’ (FOD-76-7, Apr. 16, 
1976). 


Management Control 


The Congress was concerned about 
the SBA field offices’ management of 
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activities and programs. In evaluating 
certain ‘‘management tools’’ SBA used 
to control its operations, we found that 
tighter requirements would improve 
SBA’s disclosure and review of employ- 
ees’ financial interests, organizational 
and procedural changes would improve 
the audit and review functions, and 
SBA’s management reports system 
needed improvement. The title of our 
report was ‘‘Management Control Func- 
tions of the Small Business Administra- 
tion—Improvements Are Needed’’ 


(GGD-76-74, Aug. 23, 1976). 


Bank Examiners Assistance 


SBA’s Office of Portfolio Review ap- 
praises the financial assistance loan 
portfolio to give management an over- 
view of how well district offices are ad- 
ministering them. To help us out, we 
contracted with a team of bank examin- 
ers to evaluate (1) the office’s policies 
and procedures, (2) selected examina- 
tions made by the portfolio review staff 
at-four SBA field offices, and (3) the 
qualifications of the portfolio review 
staff. The bank examiners worked at the 
SBA central office and at district offices 
in Washington, D.C.; Miami, Florida; 
San Diego, California; and Albuquer- 
que, New Mexico. 


Referrals to the 
Department of Justice 


During our review, we were on the 
lookout for irregularities. As a result, we 
turned over to the Department of Jus- 
tice 15 cases of alleged improper actions 
involving the 7(a) and &a) programs. 
These cases concerned banks’ improper 
use of loan proceeds, misleading finan- 
cial data furnished by borrowers, and 
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improper acts by SBA employees. How- 
ever, the Department of Justice declined 
to pursue these cases any further. 


Congressional Action 


Senate and House Committees con- 
cerned with small business conducted 
oversight hearings during 1975 and 
1976. These hearings, however, did not 
have the flavor or mood of those the 
House Banking and Currency Commit- 
tee held before the act was passed. 


GAO testified on several reports, as 
follows: 


@ March 4, 1975, House Committee 
on Small Business. GAO presented 
its audit plan of SBA programs and 
activities and targeted reporting 
dates. 

February 23, 1976, Senate Select 
Committee on Small Business. GAO 
testified on the results of its review 
of the 7(a) business loan program. 
March 9, 1976, Subcommittee on 
Small Business, Senate Committee 
on Banking, Housing and Urban 
Affairs. GAO testified on the results 
of its review of the 8a) procure- 
ment and lease guarantee pro- 
grams. 

May 6, 1976, Senate Select Com- 
mittee on Small Business. GAO 
testified on the results of its review 
of the local development company 
program. 


The oversight committees held other 
hearings on SBA programs and activi- 
ties but as of December 1976, no major 
alterations had been made in SBA pro- 
grams and activities as a result of con- 
gressional actions. 
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SBA Actions 


As a result of GAO’s audits, regula- 
tions governing SBA programs and ac- 
tivities were tightened up. However, 
many of SBA’s problems are basic and 
result simply from poor attitudes and 
decisions of SBA employees. There is a 
“‘people”’ problem in SBA; for example, 
not enough people to handle SBA pro- 
grams and activities. 

As a result of GAO’s review, SBA ter- 
minated its lease guarantee program. 
Our projections of losses eventually oc- 
curred, and SBA took the action, ac- 
knowledging that heavy losses could 
rightfully be attributed to the long 
delays experienced by field personnel in 
re-renting defaulted facilities, par- 
ticularly single-purpose facilities. 

After our local development company 
review, SBA said it intended to restudy 
membership requirements to develop re- 
quirements that will insure community 
participation essential to the program’s 
success. It also said it was going to in- 
stitute retraining programs for persons 
who package and process loans, plus 
realign local development company per- 
sonnel under close supervision of the 
Assistant District Director for Finance 
and Investment. This should curtail er- 
rors in documentation and assure that 
SBA is fulfilling its role as a lender of 
last resort. 


Public Reaction 


Public reaction to GAO’s work was 
good. There was a large number of re- 
quests for copies of the reports. News- 
papers and magazines ran several arti- 
cles on what we found and sometimes 
gave us more credit than was due. For 
example, a news magazine ran an article 
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entitled ‘“‘Why Small Business May 
Find Federal Aid Harder to Get.’’ They 
used our 7(a) report to illustrate prob- 
lems in the program and how Uncle Sam 
will be lot more leery than in the past 
about who gets this aid. 


New Administrator Takes Over 


In spite of all the publicized problems 
at SBA, Tom Kleppe, who had been 
Administrator at SBA for 5 years, had 
little difficulty in obtaining Senate con- 
firmation as Secretary of the Interior. 
His departure came at a time when most 
of the loose strings of controversy had 
been tied down and GAO had practically 
finished its audits. 

Mitchell P. Kobelinski— formerly the 
director of the Export-Import Bank of 
the United States— became Administra- 
tor of SBA in February 1976. Mr. 
Kobelinski, the son of a Polish emigrant, 
was a small businessman himself; he 
takes credit for having started a new 
bank. Like any new administrator, Mr. 
Kobelinski saw the need for changes in 
SBA and vowed to make these in hopes 
of making opportunities better for small 
businessmen. 


Continuing Controversy 


On February 19, 1976, the Comptrol- 
ler General ruled that SBA lacks the 
authority to purchase guaranteed loans 
from banks which have not complied 
with SBA regulations requiring banks to 
notify SBA of a borrower’s delinquency 
within a prescribed period. The decision 
referred to the importance of early noti- 
fication in order to provide management 
assistance to a borrower and thereby 
protect the Government's interests. 
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This regulation was changed on 
March 19, 1976. SBA is bound by the 
Comptroller General’s decision as 
follows: 


© Before purchasing a loan which 
went into default before February 
19, 1976, SBA must determine that 
the Government has not been seri- 
ously harmed by a bank’s failure to 
provide notice of delinquency with- 
in 30 days. 
SBA may not pay interest on a loan 
which went into default after 
February 19, unless the bank sub- 
mits notice within 45 days. 
SBA may not purchase loans which 
went into default after February 19, 
unless the bank submits 
within 90 days. 


On August 10, 1976, SBA again 
changed its delinquency notice regula- 
tions, this time to remove the forfeiture 
of the guarantee penalty for late report- 
ing. 


notice 


We reviewed SBA’s decision to pur- 
chase 87 loans in 3 district offices and 
found that these offices have not been 
complying with implementing proce- 
dures for determining there was no 
harm to the government. 


Conclusions 


Contrary to general belief, GAO did 
not find total chaos in SBA field offices 
whereby employees by the hundreds 
were scheming with businesses and 
banks to make a fast dollar. The mere 
presence of GAO auditors in large 
numbers had to create some concern 
that resulted in changes in the attitudes 
of SBA employees towards their work 
and program decisionmaking. GAO’s 
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review did accomplish one thing the prove the economy, efficiency, and 
Congress wanted, and that was to effectiveness of SBA programs and ac- 
shakeup SBA to force changes to im- _ tivities. 


Code For All Seasons 


A person’s moral code—or lack of one—will affect all phases of his or her life, 
occupational and social. The employee who lives by a fixed moral code, for 
example, will take it into consideration when making a business decision. Or- 
ganizations have the responsibility to nurture moral decisions through the force 
of the example of their top managers and the managerial behavior they reward. 


James L. Hayes 


President and Chief 
Executive Officer 


American Management 
Associations 


1976 
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PASQUALE L. ESPOSITO and 
JOHN L. CARTER 


Accounting for the Oil 
and Gas Industry— 
Its Past, Present, and Future 


During the past decade, the accounting profession, government, 


and the oil and gas industry have studied and debated important 
accounting and reporting issues associated with the petroleum 
industry. Now GAO has been given responsibilities in this 


controversial area. 


Since Colonel Edwin L. Drake first 
struck oil with his 6914-foot well near 
Titusville, Pennsylvania, in 1859, the 
petroleum industry has become one of 
the largest and most profitable indus- 
tries of our time, characterized by large 
capital expenditures, high risk, and 
much government regulation. 

The growth and nature of the indus 
try has affected the development of its 
accounting principles and _ practices. 
The Congress is concerned that, be 
cause the industry’s accounting prac- 
tices are so diverse, the energy informa- 
tion provided in company financial 
statements and other reports may not be 
adequate for making national energy 
policy decisions. Because of this diversi- 
ty and the lack of comparability of cur- 


rently reported data, the Congress has 
enacted standardizing legislation. Title 
V of Public Law 94-163, the Energy Pol- 
icy and Conservation Act of 1975, gives 
GAO access to the books and records of 
petroleum and other energy companies 
for the purpose of conducting verifica- 
tion examinations of financial and en- 
ergy information and requires that the 
Securities and Exchange Commission 
(SEC) consult GAO and others in devel- 
oping industry accounting practices. 
The importance of GAO’s role is illus- 
trated by the Comptroller General’s 
statement, before the American Gas 
Association and Edison Electric In- 
stitute Accounting Conference, that: 


GAO’s role as we see it * * * is to in- 


sure that the accounting practices in 





Mr. Esposito is a supervisory auditor in the Energy and Minerals Division. He was assigned to 


the Washington regional office after graduating from Quinnipiac College in 1966. Mr. Esposito 


has a B.S. degree in accounting and is a member of the Association of Government Accountants 


and the Institute of Internal Auditors. 


Mr. Carter, alsp a supervisory auditor, has been assigned to the Detroit regional office. He has a 
B.S. degree in engineering from the U.S. Military Academy at Westpoint (1970) and an M.B.A. 
degree in accounting from the University of Maryland (1974). Mr. Carter is a CPA (Maryland) and 
a member of the Association of Government Accountants and Maryland Association of CPAs. 
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the oil and gas industry will, to the ex- 
tent practicable, permit the compila- 
tion of a reliable energy data base for 
public purposes, as provided for by 
law.' 


The atmosphere of concern has stimu- 
lated both public and private groups to 
resolve these accounting issues. The Act 
requires SEC to develop accounting 
standards for the oil and gas industry. 
The accounting profession’s technical 
body, the Financial Accounting Stand- 
ards Board (FASB), has established a 
task force to address the diverse ac- 
counting practices being used by the ex- 
tractive industries. GAO is deeply in- 
volved in these efforts as an observer to 
the FASB task force. 


Historical Review 


During the early development of the 
industry, many accounting principles 
used in more established industries were 
not applied because of the uncertain re- 
sults of oil and gas exploration. Facing 
these uncertainties, petroleum compa- 
nies felt that they could not justify 
capitalizing all exploration costs. The 
probability that exploration and devel- 
opment efforts would be successful was 
so remote that companies felt such costs 
must be expensed. Consequently, ac- 
counting practices were developed with 
the objective of expensing all costs as 
rapidly as possible before recognizing 
any profit. These policies later evolved 
to the point where only costs associated 
with successful mineral discoveries were 


1 Elmer B. Staats, Comptroller General of the 
United States and Chairman of the Cost Account- 
ing Standards Board, speech before the American 
Gas Association and Edison Electric Institute, 
Apr. 28, 1976, p. 13. 
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capitalized as assets. Such accounting 
methodology became known as the 
“‘successful efforts’? concept. Today, 
most of the major oil companies (Exxon, 
Shell, Texaco, Gulf, Mobil, etc.) use 
some form of successful efforts account- 
ing. 

In the late 1950s and early 1960s, a 
new method of industry accounting 
evolved. This method, which became 
known as “‘full-cost’’ accounting, called 
for capitalizing all exploration and 
development costs associated with the 
search for commercial reserves. During 
the past 15 to 20 years, many new in- 
dependent oil and gas exploration com- 
panies (not part of the major oil com- 
panies) in the United States and Canada 
have adopted this method. 

The development of these two basic 
concepts resulted from a company’s 
perception of its operations and its in- 
terpretation of accounting conventions 
related to this perception. However, a 
statement that only two methods of ac- 
counting exist for oil and gas explora- 
tion would not be entirely correct. The 
two basic methods are applied so differ- 
ently that financial statements of com- 
panies which appear to be following the 
same accounting practices are frequent- 
ly not comparable. Section 503 of the act 
is an attempt to resolve this problem. 


“Accounting Practices” — 
Section 503 of the Act 


Title V of the act was legislated in 
response to the critical need for the Con- 
gress and the executive branch to obtain 
vital, meaningful, and accurate energy 
data in order to form a national energy 
policy with a fair understanding of the 
nature and extent of our energy supplies 
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and the cost of delivering energy to the 
people of the United States. 

As part of this title, Section 503, ‘‘Ac- 
counting Practices,’ empowers SEC: 


* * * to prescribe (accounting) rules 


applicable to persons engaged in the 
production of crude oil or natural gas, 
or * * * to rely on the accounting 
practices developed by the Financial 
Accounting Standards Board, if the 
SEC is assured that such practices 
will be observed by persons engaged 
in the production of crude oil and 
natural gas to the same extent as 
would result if the SEC had pre- 
scribed such practices by rule. 


In addition, the act provides that such 
practices not be developed later than 24 
months after the act’s date (December 
22, 1975). 

SEC’s role, in brief, is to assure that 
the accounting practices developed shall 
permit the compilation of an energy 
data base treating domestic and foreign 
operations as separate categories, con- 
sisting of: 

1. The separate calculation of 
capital, revenue, and operating 
cost information pertaining to 
— prospecting, 

— acquisition, 

— exploration, 

— development, and 

— production, 

including geological and geophys- 
ical costs, carrying costs, unsuc- 
cessful exploratory drilling costs, 
intangible drilling and develop- 
ment costs on productive wells, 
the cost of unsuccessful develop- 
ment wells, and the cost of acquir- 
ing oil and gas reserves by means 
other than development. Such 
practices shall take into account 
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disposition of capitalized costs, 
contractual arrangements involv- 
ing special conveyance of rights 
and joint operations, differences 
between book and tax income, and 
prices used in the transfer of 
products or other assets from one 
person to any other person, in- 
cluding a person controlled by, 
under 


controlling, or common 


control with such person. 


The full presentation of the 
financial information of persons 
engaged in production of crude 
oil or natural gas, including 
—disclosure of reserves and oper- 
ating activities, both domestic and 
foreign, to facilitate evaluation of 
financial efforts and result and 
—classification of financial in- 
formation by function to facilitate 
correlation with reserve and oper- 
ating statistics, both domestic and 
foreign. 


Opinions differ on whether the types 
of detailed disclosures required under 
Section 503, including functional dis- 
closure, are essential to financial state- 
ment presentation and interpretation. 


Some in the industry and accounting 
profession believe that a meaningful 
measure of capital, revenue, and oper- 
ating costs by each function cannot be 
developed. Others argue that it is im- 
possible to calculate revenue for the five 


extractive functions in any meaningful 
way. Despite these opinions, SEC still 
must develop accounting practices to 
assure the compilation of Section 503 
data requirements. 

How does GAO fit into this new and 
highly complex area? The act further 
states that, in determining what ac- 
counting practices should be developed, 
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SEC shall consult with, besides energy 
agencies, the General Accounting Of- 
fice. In preparing for this role, GAO has 
already developed expertise by aug- 
menting its staff with outside petroleum 
accounting experts who will help evalu- 
ate SEC’s efforts to develop the re- 
quired accounting practices. (This 
unique challenge will be discussed in 
some detail shortly.) 


Struggle to Resolve 
Accounting For Oil and 
Gas Exploration Cost 


Uncertainty, huge capital investment, 
and long lead time required before re- 
serves, if any, are sold are factors that 
make accounting for exploration such a 
difficult area to standardize. 

During the past decade, the account- 
ing profession, various Government 
agencies, and industry officials have 
studied and debated the accounting and 
reporting issues associated with the ex- 
tractive industries, in efforts to resolve 
the difficult questions inherent in ac- 
counting for exploration costs. A sum- 
mary of the more significant efforts 
follows. 


Accounting Principles Board 


The Accounting Principles Board 
(APB) of the American Institute of CPAs 
first became involved in the study of ac- 
counting practices for the extractive in- 
dustries with the formation of the Com- 
mittee on Extractive Industries in 1968. 
The Committee was largely inactive un- 
til it was charged by the APB to consider 
the results of Accounting Research 
Study No. 11, ‘‘Financial Reporting in 
the Extractive Industries’’ (ARS 11), 
published in 1969. ARS 11 presented a 
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series of 19 recommendations dealing 
with accounting problems involving the 
decision to capitalize or expense costs of 
exploration; the method of disposing of 
capitalized costs; accounting for rev- 
enue, special conveyances, and joint 
operations; accounting for the treatment 
of Federal income taxes; and presenta- 
tion and disclosure practices. (These 
recommendations are being readdressed 
by the FASB and involve, to a great 
degree, the types of data set forth in 
Section 503.) 


Late in 1970, the Committee began 
work on an opinion on accounting and 
reporting in the extractive industries. In 
August 1971, the APB drafted a pro- 
posed opinion which pertained only to 
cost centers. (A cost center is a concep- 
tual entity for accumulating costs and 
subsequently matching these costs with 
revenue from the sales of the mineral 
reserves associated with this center.) 
The Committee felt that large cost 
centers would tend to obscure the rel- 
ative success of different companies in 
finding oil and gas reserves and would 
result in a broad averaging, which in the 
view of the Committee, was not consist- 
ent with the matching process. Full-cost 
companies opposed APB’s draft, argu- 
ing that the small size of a cost center 
would restrict them from capitalizing 
costs associated with nonproductive pro- 
perties and would not reflect the true 
costs of finding oil and gas reserves. 


APB compromised in March 1972 by 
endorsing an opinion for one method of 
accounting and two cost centers. How- 
ever, before the proposed Committee 
recommendation could be redrafted, the 
Wheat Committee (formed by the Amer- 
ican Institute of Certified Public Ac- 
countants) recommended creating the 
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FASB, and all APB long-term projects, 
including extractive industry account- 
ing, were dropped. 


Federal Power Commission 


During about the same period that 
the APB was working on its proposed 
opinion, the Federal Power Commission 
(FPC) was studying the accounting prac- 
tices of natural gas companies subject to 
its jurisdiction. In October 1970, the 
FPC was proposing to adopt full-cost ac- 
counting. Despite opposition from pro- 
fessional accounting organizations, FPC 
subsequently issued an order adopting 
full-cost accounting for classes A, B, C, 
and D natural gas companies. The effect 
the accounting practices eventually 


adopted by the SEC will have on the re- 
porting and disclosure regulations of 
FPC and other agencies and how any 


conflicts they might pose will be 


resolved are important issues. 


Securities and Exchange Commission 


Prior to the enactment of the act, SEC 
had never taken an official position or 
issued an official pronouncement on ac- 
counting for the extractive industries. 
SEC has accepted and still accepts fi- 
nancial statements prepared either on 
the full-cost or successful efforts basis of 
accounting. Now, the act charges SEC 
with the responsibility of adopting 
standard industry accounting practices. 


Financial Accounting Standards Board 


After the project on accounting for 
the extractive industries was dropped 
from the APB agenda in April 1972, it 
became dormant because FASB had not 
included it as a priority item in its origi- 
nal technical agenda. FASB later recog- 
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nized the urgent need to resolve the is- 
sues associated with accounting for the 
extractive industries, and in October 
1975, added the project to its technical 
agenda. 

In December 1975, FASB created a 
task force to address this issue. The task 
force includes a chairman and 18 other 
members representing the gas, oil, and 
mining industries; the public account- 
ing profession; and financial institu- 
tions. In addition to these members, the 
task force has six observers representing 
various Government bodies: the Con- 
gress, GAO, SEC, FPC, the Federal En- 
ergy Administration, and the Cost Ac- 
counting Standards Board. 

Among the major issues FASB is ad- 
dressing are 


— basic conceptual accounting 
alternatives, 

—income tax allocation, 

— other accounting and reporting 
requirements, 

—financial statement disclosure, and 

— transition considerations. 


SEC can rely on FASB pronounce- 
ments if SEC is assured that the pro- 
nouncements will be observed to the 
same extent as accounting practices to 
be prescribed by rule by SEC. Whatever 
FASB eventually develops for adoption, 
however, SEC has the final legal respon- 
sibility for the development and observ- 
ance of the accounting practices. 

Although the act does not specifically 
require uniform accounting practices, 
it does imply that they will be devel- 
oped. SEC will undoubtedly have to de- 
fine further information needs in rela- 
tion to the FASB effort and its resulting 
pronouncement. If for any reason the 
FASB project does not satisfy all the re- 
quirements of Section 503, SEC, 
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through its own release process, will de- 
velop for comment additional issues 
needed to satisfy the requirements. The 
FASB and SEC tasks are undoubtedly 
difficult ones and can only be accom- 
plished with the full cooperation of the 
petroleum industry, the accounting pro- 
fession, and Government. 


Accounting For 
The Extractive Industries 


Basic Accounting Concepts 


The Congress’ primary concern is de- 
veloping an energy data base to make 
policy decisions concerning national en- 
ergy issues. The Congress feels that 
petroleum company financial statements 
in their present form cannot provide this 
data base. The problem is their lack of 
comparability, caused by industry’s use 
of a variety of generally accepted ac- 
counting practices. 

This variety is exemplified by the 
methods used to dispose of unsuccessful 
exploratory costs. As indicated earlier, 
there are basically two methods for 
handling unsuccessful exploratory costs. 
One is the successful efforts method un- 
der which all unsuccessful exploratory 
costs are charged to income in the peri- 
od in which they are incurred. The sec- 
ond is the full-cost method under which 
unsuccessful exploratory costs are in- 
itially capitalized and then amortized 
over the p* ductive life of all the miner- 
al reserves -n the cost center. A primary 
difference between these two methods 
is the timing of the recognition of ex- 
pense. Although financial statements 
may differ from period to period, over 
the long-term life of a producing prop- 
erty the financial results under both 
methods should approximate each 
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other. The issue of full-costing versus 
successful efforts is basic to the develop- 
ment of uniform accounting practices 
for the extractive industries. 

The effects of these methods on finan- 

cial statements are: 

—Under successful efforts, more cur- 
rent costs are charged against in- 
come and less are capitalized in the 
property, plant, and equipment 
account. 

—Under full-cost, more current costs 
are capitalized in the property, 
plant, and equipment account, and 
less are charged against income. 


Exhibit I shows the effects on the fi- 
nancial statements of the ABC corpora- 
tion as restated for 1974. 

A new company operating in the de- 
velopment stage may elect to use full 
cost accounting to postpone the effect 
of a costly exploration program. The 
postponement results in the periodic 
amoritization of these capitalized costs 
enabling the company to show larger in- 
come in earlier years. This amortization 
continues until all the applicable explor- 
ation costs are expensed. The resulting 
smooth earnings flow may aid in secur- 
ing capital for future company explora- 
tion activities. 

On the other hand, a company may 
use successful efforts and expense these 
costs on an earlier basis. This approach 
has the advantage of reducing tax liabil- 
ities on income from profitable explora- 
tion and production operations. The 
selection of an accounting practice is 
based on the business conditions a com- 
pany faces and the relationship of these 
conditions to its exploration, develop- 
ment, and production activities. Some 
companies will use successful efforts for 
their domestic operations and full 
costing for their foreign operations. 


GAO Review/Winter ’77 





THE OIL AND GAS INDUSTRY 


*sSulusea poutejai 0} Juauysn([pe ‘ suead solid se [jam se ‘s reaX yuasIND a4] UO 19ajJa JY} MOYS S}UIUI9}BIs BAOge ay} ‘ATJUaNbasuO’) °C) 6] 


ul S}1O}jo [hyssaoons 0} JSOD|[[NJ WO1} pajy1aAuo0d ‘uones0;dxa usIa10} pue oljsawop ul posesua Aueduioo uonesojdxa jyeus AJaarqeyas eB St YOIUM ‘Kueduioo styl 7310N 





000'8z8'6$ 


000°S92°STI$ 





000°80I°S 


000°0ZL‘F 


000°€S T'8E 
000°ZLS 
000°S 11'S 
000°SZE* IL 





000°828°6 


000°S92°STI 





000°1€6°8 


000°L86 


000°EZ2'E 
(000‘882‘¢1) 
000°PS9"PS 
000°%60°bZ 
000°F80° Lt 





000°LFS‘T 


000°Z69°02Z 





000°LPS"T 


000°S0F‘68 





000°LPS‘T$ 


000°6rh'% 
000°188*E 
000°LbS*T 


000°€6S°SZI¢ 
000‘192‘Eh 
000‘Z2S 
000‘SEr‘OT 
000‘°SZE‘TL 
000‘€6S‘SZI 
000°€22‘€ 
(000‘882‘¢1) 
000‘s8s‘¢9 
000‘260‘62Z 
000‘186‘Lr 


000°6€2'2z 
000°8S8°28 
000°6rrS 
000°188‘¢ 


ssutuiea poulejol pue Ayinba SLOp[OY4YIOIS 
aulooul pelsajogd 
tee cae ctw ee ek ee Pe Pe te we ee XB] QUIODUI [e1apaj passajaq 


SOnIqery 


Sjosse 13410 


uonezijiowe pur ‘uonafdap ‘uonetaidap payepnuindor ssa7q 
‘+++ quamdinba pure jueyd Ayszadoig 
"+ * syuaUIsaAUy] 
sjasse yualin’y 


SOXB} VIOJaq IUIODUI JaNj 


ee eee ‘jou *jSa19] UT 
"sss * QAl]BIISIUTWIpe pue [eloued ‘Bulag 


* + (81809 afoy Ap) s}soo uoNeiojdxa wnajosad usta10 4 


; : sales Jo S07) 
:sasuadxa pure s}so7) 
Fi eteeeeeeeeess sores qaqr 


000‘8ZS‘18 000°8ZS* 18 


000°L60‘0T1$ 000°L60°OI1$ 





asupy) sqs0ffa jnfssaoang 1809 -4)NY 
LNANALVLS ANOONI 


uo1}240d109 Day JO Sjuauiazezs jemueUly HZ6T 
94} UO AZQ}OpOYy}eW BuljUNoIdy jo $}994j3 


T LIGIHX3 


GAO Review/W inter ’77 





THE OIL AND GAS INDUSTRY 


Accounting for prospecting costs is 
another example of the industry’s di- 
verse accounting methods. Following 
are some of the acceptable methods that 
may be applied: 


1. The company can permanently ex- 
pense all prospecting costs as 
incurred. 

. It can capitalize those prospecting 
costs applicable to property that 
ultimately proves to be in a pro- 
ductive cost center and charge to 
expense those applicable to non- 
productive projects through one of 
the following methods: 

a. Expense all prospecting costs 
as incurred but subsequently 
reinstate costs applicable to 
projects that result in the dis- 
covery of reserves. 

. Defer all prospecting costs as 
incurred. Subsequently 
charge to expense those costs 
not applicable to mineral re- 
serves discovered and capital- 
ize costs applicable to miner- 
al reserves discovered. 

. Charge to expense as incur- 
red that portion of prospect- 
ing costs based on company 
experience, that will never re- 
sult in the discovery of re- 
serves and capitalize that por- 
tion expected to lead to ac- 
quisition of mineral reserves. 


Another illustration of the industry’s 
inconsistent accounting practices is pre- 
sented in Price Waterhouse & Co. 
“1975 Survey of Financial Reporting 
and Accounting Developments in the 
Petroleum Industry’? which disclosed 
the following results pertaining to the 
treatment of exploration costs (22 com- 
panies were surveyed):* 
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—Ten companies expensed all explo- 
ration costs. 

—Nine companies capitalized costs 
resulting in the acquisition or re- 
tention of leases and expensed all 
other exploration costs. 

— One company expensed all explora- 
tion costs as incurred except for 
those pertaining to Alaska; these 
costs were deferred until produc- 
tion commenced. 

—Two companies made no disclo- 
sure. 


Surveys by the American Petroleum In- 
stitute during 1967 and 1974 showed 


similar findings. 


Appropriate Size of Cost Centers 


Another issue that has surfaced is the 
size of the cost center. As previously 
mentioned, a cost center is a medium 
for accumulating and amortizing explo- 
ration and production costs to obtain 
consistent and logical matching with 
revenues produced from the mineral re- 
serves discovered in that center. The 
size of the cost center could range from 
the entire world to the individual oil 
lease. Fulkcost tends to advocate large 
cost centers (world, country, continent, 
hemisphere, etc.) whereas successful ef- 
forts favor smaller boundaries such as 
field (an area consisting of one or more 
reservoirs related to the same geological 
structural condition), lease, or individ- 
ual wells. The size of the cost center af- 
fects the matching process in two ways: 
one, in the amount of costs that are cap- 
italized and two, in the periodic amorti- 
zation of capitalized costs. As the size 


2Price Waterhouse & Co., 1975 Survey of Fi- 
nancial Reporting and Accounting Developments 
in the Petroleum Industry (New York: Price 
Waterhouse & Co., 1975), p. 22. 
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of the cost center increases more costs 
can be associated with it for both capi- 
talization and amortization purposes. 

Supporters of the fullcost method 
maintain that all exploration costs in- 
curred in a cost center relate to discov- 
ered reserves of that cost center. There- 
fore, all such costs should be capitalized 
and amortized as reserves are produced. 
Under full-costing, a company must ex- 
pense the amounts by which costs asso- 
ciated with the cost center exceed the 
fair value of recoverable reserves within 
that cost center. When small cost cen- 
ters are used, the chance of not finding 
oil within an individual cost center is in- 
creased. Consequently, the smaller the 
size of the cost center, the greater the 
costs that will be charged to expense 
and the more closely full-costing approx- 
imates successful efforts. 

Under successful efforts, the purpose 
of the cost center is to provide a mean- 
ingful matching of the costs associated 
with the reserves found and developed 
within a cost center to the revenues that 
result from the sale of those reserves. 
Under successful efforts, there is less 
chance that the unamortized costs with- 
in a country will exceed the value of the 
remaining reserves (fair value limitation 
ceiling) since all unsuccessful drilling 
efforts are immediately expensed. (Fair 
value limitation means that the value as- 
signed to reserves in a cost center can- 
not exceed the total of unamortized cap- 
italized costs for that cost center.) The 
size of the cost center is relatively insig- 
nificant as long as it allows this direct 
matching of revenue and expense. 

While different cost centers are used 
by petroleum companies, there is gen- 
eral agreement among both full-cost and 
successful efforts proponents that the 
principal consideration in selecting a 
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cost center should be the logical cause- 
effect relationship between costs and 
revenues produced from reserves. 
Although this premise is undisputed, the 
industry and the accounting profession 
still have been unable to define and 
agree on the appropriate size for a cost 
center. 


Reserves 


Reserve figures are vital in amor- 
tizing costs associated with cost centers. 
Costs are generally amortized using the 
unit-of-production method. In order to 
expense an appropriate portion of these 
costs, an accurate reserve figure is nec- 
essary. The expense for the period is 
then calculated by multiplying total cap- 
italized costs by the ratio of the reserves 
produced during the period to the total 
reserve estimate. The resulting portion 
of total cost is considered to be the ap- 
propriate period cost. Therefore, the ac- 
curacy of the assessment of recoverable 
reserves will affect the net income pre- 
sented in company financial statements. 
An overstatement of reserve estimates 
will inflate net income, while an under- 
statement will tend to understate the net 
income; however, over the life of the re- 
serves all capitalized costs associated 
with the reserves will be expensed. 

The depletion base for amortizing 
capitalized costs is also affected by the 
company’s definition of reserves. For 
instance, some companies amortize 
their cost on the basis of ‘‘proved’’ re- 
serves (estimated quantities of recover- 
able reserves), while other companies 
use ‘“‘developed’’ reserves (estimated 
quantities of proved reserves that can be 
developed through existing wells and 
current operating methods). The use of 
different definitions could affect net in- 
come since the volume of proved re- 
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serves could be substantially different 
than the volume of developed reserves. 

Reserve estimates are also used for 
assessing taxes. Alaska recently enacted 
a 2-percent tax on reserves. Obviously, 
an accurate reserve estimate is impor- 
tant in levying this tax. 

Reserve estimates are also important 
to the investor. Oil reserves are the in- 
dustry’s raw materials. The amount of 
reserves owned by the company is an in- 
dication of its ability to continue opera- 
tions, and the cost of those reserves is a 
factor in determining its profitability. 
Without reserve information, the inves- 
tor cannot properly assess the com- 
pany’s ability to continue profitable 
operations. 

Estimating reserves accurately is very 
difficult. Estimates that seem reason- 
able often prove to be highly inaccurate. 
One glaring example is a U.S. Geologi- 
cal Survey estimate of the potential re- 
serves of the Atlantic Outer Continental 
Shelf. It estimated reserves of 114 bil- 
lion barrels of oil in 1972; in 1974 it re- 
vised its estimate to 8-16 billion bar- 
rels. In 1975, over one billion barrels of 
oil were added to total United States 
and Canada reserve estimates of 34 bil 
lion barrels, through revision of old es- 
timates and extensions of oil reservoirs. 
Total additions through new discoveries 
were over 300 million barrels? Reassess- 
ment of old sources accounted for three 
times the oil that was added to reserves 
through new discoveries. Revisions such 
as these are made annually. 


%American Gas Association, American Petro- 
leum Institute, and Canadian Petroleum Insti- 
tute, Reserves of Crude Oil, Natural Gas Liquids 
and Natural Gas in the United States and Canada 
as of December 31, 1975. Washington, D.C.: AGI, 
API, 1976), p. 10. 
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The FASB task force is considering 
disclosing reserve information and the 
methods of reserve valuation, reserve 
measurement, and definition for finan- 
cial statement purposes. Although re- 
serve information would be of some 
value to the investor, unless standards of 
reserve evaluation and measurement are 
adopted it may confuse the investor 
more than help him. The difficulties in- 
herent in reserve valuation are dis- 
cussed in ARS 11:4 


The usefulness to the investor of even 
the most careful estimate of mineral 
reserves is limited by incomplete 
knowledge of mineral formations, the 
uncertainties of measurement tech- 
niques, and the economic factors af- 
fecting profitability of recovery opera- 
tions. Typically, many years of further 
exploration and development are re- 
quired to gain the knowledge of un- 
derground formations, mining condi- 
tions, and extent of mineral deposits 
required for accurate estimates of 
physically recoverable reserve quanti- 
ties. In addition, economic factors are 
important elements in evaluating re- 
serves because minerals which cannot 
be recovered profitably are worthless. 
The margin of potential profitability 
in commercially recoverable mineral 
reserves can vary substantially de- 
pending upon the quality of the min- 
eral, its concentration, its location in 
relation to markets, and varying un- 
derground conditions affecting devel- 
opment and production costs. The ef- 
fects of the foregoing factors on the 
quantity of reserves estimated and on 


*Robert E. Field, Accounting Research Study 
No. 11, ‘Financial Reporting in the Extractive 
Industries.’” (New York: American Institute of 
Certified Public Accountants, 1969), p. 138. 
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the quality of the reserve estimate are 
compounded by the possibility of 
technological changes in recovery 
methods and by changes in markets, 
including new uses and competitive 
products which can alter original esti- 
mates of commercially recoverable re- 
serves during the typically long peri- 
iods of exploitation. 


Since the most important asset of a 
petroleum company is its reserves, prop- 
er estimating techniques, definition, re- 
serve valuation, and subsequent disclo- 
sures become vital for national energy 
policy decisions and company invest- 
ment considerations. 


For an industry as complex as the oil 
and gas industry, an attempt to stand- 
ardize accounting practices raises many 
difficult issues. 


Whether the prescription of account- 


ing methods to resolve these accounting 
issues will provide the data required un- 
der Section 503 remains to be seen. How 
to accumulate data relating to these is- 
sues and how to disclose it, i.e., in finan- 
cial statements, annual reports, or by 
some other means, is still unsolved. 


GAO's Involvement and 
Ongoing Efforts 


As previously mentioned, Section 503 
of Title V requires SEC to consult with 
GAO, among others, in the development 
of accounting practices. This relation- 
ship establishes new and unique respon- 
sibilities within GAO. Consequently, 
GAO developed expertise to respond to 
SEC’s potential needs. 


GAO has undertaken, at the request 
of Congressmen Staggers and Moss of 
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the House Committee on Interstate and 
Foreign Commerce, a survey studying 
the accounting practices used in the pe- 
troleum industry. Our study includes 
two companies and may expand as the 
need arises. 

These company surveys will not only 
provide us a good insight of the compan- 
ies’ accounting systems for exploration 
and production but will also provide us 
with insight into company philosophies 
used in the search for additional sources 
of oil and gas. Understanding how a 
company views its exploration and pro- 
duction activities will undoubtedly help 
us on other verification assignments. 
We also expect that our accounting sur- 
vey work will be of great future benefit, 
since we will have become familiar with 
the type of company documentation 
generated for exploration and produc- 
tion activities and the organizational 
structure of certain petroleum compan- 
ies. Such insight into different compan- 
ies will be of assistance when planning 
future Title V work and could lessen the 
orientation period that is normally asso- 
ciated with our work in unexplored 
areas. 

In addition to its company audits, 
GAO has attended the periodic meetings 
of the FASB task force and has begun to 
meet with SEC and other agency repre- 
sentatives designated as consultants to 
SEC. As an observer on the FASB task 
force, we will comment on the proposed 
Discussion Memorandum and will at- 
tend the FASB public hearings to get a 
feel for public, financial institution, and 
industry concerns that may influence 
the final FASB pronouncement, which 
is expected to govern the type of finan- 
cial disclosure and associated account- 
ing practices for the extractive indus- 
tries. Besides having contact with other 
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task force observer agencies, we are also 
dealing with other Government agencies 
that currently require financial and/or 
operational data from the petroleum in- 
dustry. We are reviewing in detail the 
past attempts of other agencies to devel- 
op accounting practices. Our primary 
concern is to survey those major agen- 
cies to determine whether they are al- 
ready receiving Section 503 data, its 
utility as an information base, and 
whether any accounting practices were 
established for the consistent reporting 
of such information. The results of these 
efforts and the resulting analysis will be 
used by GAO in its consulting role. 

To help us satisfy our aims and re- 
sponsibilities, we have augmented our 
staff capabilities with consultants who 
have experience in gas and oil account- 
ing. Such consultants, besides assisting 
us as outlined above, will give our staff 
valuable assistance in accounting re- 
lated matters as they pertain to the vari- 
ety of energy assignments faced by 


GAO. 


Future Expectations 


Because of the congressional man- 
date, SEC must assure that petroleum 
industry accounting practices are devel- 
oped. The extent to which the FASB 
task force will alleviate SEC’s legislative 


responsibility is yet to be seen. In any 
event, although the responsibility for 
developing accounting practices lies 
with the accounting profession, it is SEC 
who will ultimately determine whether 
the FASB effort satisfies the require- 
ments of Section 503. Also, whether the 
FASB task force can overcome the dif- 
ficulties that plagued the APB attempt 
at issuing an opinion regarding the ex- 
tractive industries is yet to be seen. It is 
expected that FASB will prescribe prac- 
tices addressing part of the information 
requirements of Section 503 and that 
SEC will establish the remaining prac- 
tices. It is doubtful that the industry will 
readily accept any rigid set of account- 
ing practices, especially if it eliminates 
the application of professional judgment 
in reporting unusual circumstances. 

All in all, several important issues still 
need resolution: 


— How to develop appropriate indus- 
try accounting practices. 

— What alternative practices are 
available. 

—What intentions the Congress has 
and what information it needs. 

— How capable the industry is in com- 
plying with Section 503. 


GAO can play an important role in re- 
solving these issues during the months 
ahead. 
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NICHOLAS M. ZACCHEA and 
AUSTIN J. ACOCELLA 


Pre-Employment Orientation, 
an Adjunct to Recruiting 


How the New York regional office helps prospective employees 
make informed decisions about a career with GAO. 


The Issue 


Traditionally, GAO has recruited its 
professional staff from all over the world 
for assignments in Washington, D.C., 
and in the regional offices. A recent is- 
sue of The GAO Review listed new staff 
members from the London School of 
Economics, the University of Puerto 
Rico, and campuses throughout the 
United States. This diversity of em- 
ployees affords GAO an ever-broadening 
perspective; helps insure objective ap- 
proaches to issues; helps GAO avoid 
stilted, hackneyed, parochial thinking; 
and promotes creative problemsolving. 
The selection process, while beneficial 
to the organization, can create dif- 
ficulties for the candidate. 

Frequently, students from a campus 
in one part of the country are inter- 


viewed for positions in another. For ex- 
ample, a student from a campus in Al- 
bany, New York, might be interviewed 
for a position in Washington, D.C., or 
New Orleans. 

More frequently, candidates are re- 
cruited for positions at a regional office 
which can be well outside of commuting 
distance. Students from schools in Syra- 
cuse, or Buffalo, New York, are inter- 
viewed for positions with the New York 
regional office in New York City—hun- 
dreds of miles away. 


The Problem 


Under these circumstances prospec- 
tive employees when considering GAO’s 
offer, not only assume a responsibility 
for selecting a career but must also de- 
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al Accountant. 
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cide whether to pick up roots and select 
a new place to live. Two big, very big de- 
cisions indeed, especially when con- 
sidering the length and depth of the 
average on-campus interview. 

The decision concerning career selec- 
tion is often aided by the student’s 
knowledge of, or access to, information 
about GAO. This knowledge may be 
based on conversations with the GAO 
campus recruiter, GAO employees, col- 
lege professors, placement officials, or 
campus counselors, and available litera- 
ture. 

The candidate may also compare the 
information obtained about GAO with 
other readily available data: previous 
employment experiences; the results of 
other campus interviews with other 
organizations; and discussions with 
family, friends, and associates. 

The other decision that must be 
made—whether to relocate—and _ per- 
haps the most difficult and more trau- 
matic of the two, must be made without 
this kind of assistance. Information 
readily available to the candidate from 
Belmont, Massachusetts, about New 
York City and its environs is likely to be 
scarce and probably not as reliable or as 
complete as if it had come from a native 
of the city. 

Where one should or should not live 
upon reporting to the Chicago regional 
office from Brooklyn, New York, may 
present perplexing, confusing questions 
to even the most sophisticated prospec- 
tive employee and could result in an 
uninformed decision. At best, it is a con- 
fusing but important time in which a 
candidate needs all the help possible. 


The Solution 


The New York regional office has be- 
gun helping prospective employees both 


GAO Review/W inter ’77 


PREEMPLOYMENT ORIENTATION 


during their deliberations and after they 
select GAO as a career. The office is try- 
ing not so much to encourage a candi- 
date to accept employment but to help 
him/her make an informed deci- 
sion—one which will not be regretted. 

This assistance is in the form of pre- 
employment orientation provided by 
Junior Staff Council members Austin 
Acocella, Tony Carlo, and Hank Titone 
as an adjunct to the recruiting effort. 
When a job offer is extended, one of 
these staff members contacts the candi- 
date. Whatever assistance can be given 
and is needed, is offered—for example, 
an invitation to visit the regional office, 
answers to questions about the type of 
work and work environment the candi- 
date can expect, a suggested tour of the 
city, and the classified sections of local 
newspapers. In general these staff mem- 
bers try to allay apprehensions and clear 
up doubts. 

Recently arrangements were made for 
a prospective candidate, interviewed by 
the Boston staff, to visit New York City. 
Two members of the staff, including this 
article’s co-author, met the candidate 
and spent a few hours providing him 
with insights not usually available to 
potential employees. They explained 
GAO’s history, mission, and organiza- 
tional structure; discussed typical GAO 
and regional office assignments; and an- 
swered questions about first-year profes- 
sional responsibilities, travel, training, 
promotion, career opportunities, and 
professional development. The candi- 
date joined the members of an audit 
staff working nearby for lunch. A lively 
discussion ensued starting with living 
conditions in and around the city and 
moving to job assignments, report refer- 
encing, employee benefits, rents, neigh- 
borhoods, and subways. The visit ended 
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with a meeting with the regional manag- 
er and the assistant regional managers. 


The Benefits 


The program’s benefits are quite 
clear: an interested employee has the op- 
portunity to leisurely and frankly dis- 
cuss his or her professional interests and 
aspirations with recent GAO recruits. 
This eliminates surprises and better 
arms him or her to make a good career 
decision. 

Making an informed decision creates 
a sense of security and confidence and 
frees the individual to assume profes- 
sional responsibilities without distrac- 
tion. The New York regional office 
hopes this practice will lead to recruit 
decisions which are in the best interest 
of both the candidate and GAO. 

Yes, there is a distinct possibility that 
a prospective candidate will decide 
against a career with GAO and, in fact, 
this has happened. However, this in it- 
self is not without benefit. The costs in- 
volved in spending a few hours with a 
candidate are far less than hiring, ori- 
enting, training, and then exit interview- 
ing a candidate who has made a less 
than fully informed career choice. 


Epilog 


Local candidates receiving offers 
which will require relocation to another 
region will now be offered help. A candi- 
date living in New York and offered a 


position in Los Angeles will be provided 
portions of the orientation program by 
New York’s Junior Staff Council mem- 
bers. For example, an in-depth session 
about GAO as an organization, includ- 
ing promotion, training, travel, and relo- 
cation policies, might be in order. Like- 
wise, a thorough discussion of GAO 
work, the reporting and referencing 
process, and other such general items 
would do much to prepare the candidate 
for work upon arriving at the Los 
Angeles office. 

In addition, a modified version of this 
orientation is being used by the New 
York region in helping those who trans 
fer from other regions. When the region 
knows that a GAOer will be transferred 
to New York, regional office staff mem- 
bers immediately contact the person to 
make the move as smooth and conven- 
ient as possible. Anything available to 
the New York staff and thought to be 
useful to the transferees is forwarded as 
soon as possible. For example, classi- 
fieds, special real estate listings, train 
and bus schedules, motor vehicle regis- 
tration and license forms, data on local 
and State income taxes, and Knicks, 
Rangers, Giants, Jets, and Mets sched- 
ules made up one recent package. 
Guides to shopping, dining, sightseeing, 
and entertainment in and around New 
York City made up another. A regional 
office staff roster, copies of the office’s 
newsletter, and maps of the New York 
City subway system made up yet another 
package. 
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CHARLES D. MOSHER and 
WILLIAM F. LAURIE 


Improve Your Creativity 


Some suggestions for specific ways to improve individual 
creativity on audit assignments. 


Anyone confronted with the demand- 
ing task of auditing the management of 
huge, complex, and costly Government 
programs realizes the need for a great 
deal of creativity. 


How do we start our work? 

What do we look at? 

What criteria can be used to judge 
a program’s success? 

What alternatives might be avail- 
able for managing a program more 
efficiently and effectively? 


Audit and report manuals provide 
considerable guidance, but they do not 
teach creativity, which is essential in ap- 


plying this guidance to unique audit as- - 


signments. 

If ‘‘creativity’’ is such a key audit 
tool, how can we learn more about it? 
How can we make sure we don’t become 
traditional, ‘green eyeshade’’ auditors, 
limited to details and conformity? How 
can we learn to be dynamic manage- 
ment auditors, ready to analyze any- 





thing from military readiness to educa- 
tional success? 

Although we cannot put creativity 
into audit manual form for you, we can 
provide thoughts on what creativity is, 
suggest specific ways of fostering 
creativity, and describe GAO training 
which helps 


creatively. 


auditors think more 


The Creative Process 


Creativity in auditing is the ability to 
make new and unusual contributions to 
audit assignments by identifying new 
combinations of old ideas or new ways of 
describing reality. 

Is creativity limited to a certain type 
of person? A concise description of a 
creative person is difficult to develop. 
Studies have, however, provided some 
general observations about the creative 
individual: 


¢ Creative persons tend to accept 
complexity and ambiguity and can 


Mr. Mosher, an audit manager in the Seattle region, joined GAO in 1965 and served in the Far 
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Mr. Laurie, an audit manager in the Detroit region, joined GAO in June 1957. He is a graduate of 
the University of Buffalo with a B.S. degree in accounting. He is a CPA (Ohio) and a member of 
the American Institute of CPAs and the Association of Government Accountants. In addition, he 


is a certified professional manager and a certified internal auditor. 
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easily work with a variety of con- 
cepts. 

They can shift their frame of 
reference quickly. 

They spend a lot of time in identify- 
ing and clarifying problems and 
considering alternatives. 

They tend to have independent 
judgment and a willingness to ex- 
press personal thoughts and use 
humor. 


What can be done if you don’t fit the 
above mold? Are you a noncreative per- 
son? No, you probably have not yet 
developed your latent creative skills. 
With some understanding of approaches 
and some training, you can improve 
your creative abilities. 


Approaches Which 
Facilitate Creativity 


Collecting lots of basic information, 
alternating between intensive data anal- 
ysis and mental relaxation, and de 
ferring judgment on initial ideas are 
three methods for improving individual 
creativity. 

To provide the grist for the idea mill, 
the creative person usually starts by ob- 
taining a large amount of information. 
This approach corresponds with the 
common audit practice of collecting 
basic program information in a survey 
and using this to identify potential audit 
ideas. 

After collecting the basic data, you 
should alternate between analyzing data 
intensively and relaxing your mind. We 
are used to periods of intensive data 
analysis, but how can we alternate with 
periods of ‘‘relaxation’’? What would 
agency staff members or audit managers 
think if they saw auditors spending 
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much time relaxing? But relaxing does 
not necessarily mean doing nothing. It 
can mean shifting between projects 
rather than working too long on just 
one. 

Deferring judgment on ideas may be 
the most difficult of the concepts to 
practice. After several years of auditing, 
we tend to be too quick to analyze and 
judge all new ideas in terms of cause, 
criteria, and effect, or other structured 
models. Though worthwhile in develop- 
ing audit issues, this tendency is coun- 
terproductive when initially generating 
ideas. 

Other general ideas for improving 
creative abilities include the following: 


© Carry a notepad with you at all 
times for recording ideas. 

© Develop a questioning attitude. 

© Collect basic concepts from a varie- 
ty of sources (other disciplines, 
publications, and people). 


Approaches Which 
Hinder Creativity 


Several factors can hinder creative 
thought. Inability to describe a problem 
fully can slow the formation of new 
ideas. (Suggested ways of identifying 
and describing problems were presented 
in the article ‘‘How to Identify Manage- 
ment Problems’’ in the fall 1973 issue of 
the GAO Review.) Also, many in- 
dividuals work too intensively on proj- 
ects. Such individuals might use de- 
liberately planned periods of mental 
relaxation to overcome this problem. 

Some individuals stifle creativity by 
defining the problem too narrowly or 
looking for a single, ‘‘right’’ solution. 
These individuals could enhance their 
creativity by collecting additional basic 
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information and listing many ideas be- 
fore judging them. 

Another stumbling block to creativity 
is criticism of old approaches in trying 
to get new ones accepted. Why criticize 
those who had the most creative ideas 
before you? You will probably provoke 
less defensiveness and get your concepts 
accepted faster if you focus on the 
strengths of your ideas instead of on the 
weaknesses of earlier ideas. 


GAO Training Efforts 
In Creativity 


For most of us, formal education did 
not include the important concept of 
creativity. At times it may have even 
stifled creativity, by implying that there 
are always clearcut answers, and in- 
stilled a fear of taking risks with new 
and innovative ideas. The hugeness of 
Government programs, however, re- 
quires creative auditors trained to cope 
with complexity and ambiguity. Various 
groups in GAO have provided this 
needed training in creativity. 

Over the years, GAO’s Office of Per- 
sonnel Management has taught the ele- 
ments of creativity, how it works, and 
the positive aspects of letting creativity 
work for the supervisor. In the supervi- 
sion II and managerial approaches 
training courses,' communications, in- 
terpersonal relations, group dynamics, 
and brainstorming are interwoven with 
managerial styles and supervisory tech- 
niques. These topics suggest many of 
the facets of creativity. 

For example, through communication 
and group dynamics, supervisors learn 


1 Current titles for these courses are ‘‘supervis- 


ing human resources’’ 
managerial effectiveness.” 


and ‘“‘strategies for 
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what helps or hinders creativity in the 
work environment. Brainstorming 
teaches supervisors techniques for using 
creativity on the job—practical theory 
turned In both 
courses, the most powerful message car- 


into a_ useful tool. 


ried away by the supervisor was, ‘‘For 
creativity to flourish, the elements of 
trust, openness, and intellectual free- 
dom must exist on the job.”’ 

If, from the very first day, new 
auditors could be exposed to various 
methods of recognizing and using their 
creative skills, then throughout their 
career they would have the ability to 
answer the question, ‘‘Am I using my 
creative powers?’ The Detroit regional 
office has developed such a course for 
its new trainees. 

Recognizing that individuals need to 
see’’ the power of creativity in action, 
the Detroit region’s GS-7/9 introduc- 
tory training course focuses on creativi- 
ty and its application to the job. The 
course consists of five modules (3 days 
each): 


Module 1 


ee 


Creativity and _ idea 
formation. 

Researching the idea. 
Communication, group 
dynamics, and team play 
—impact on creativity. 
Developing the idea 
through writing 
briefing—techniques for 
making creativity work. 
Briefing the regional 
manager on the new 
audit area—formal brief- 


ing and feedback. 


Module 2 
Module 3 


Module 4 


and 


Module 5 


Throughout these modules, the train- 
ee sees the “‘how to’’ of (1) creating, 
researching, and developing ideas, (2) 
using oral and written communications 
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to convey ideas, and (3) using teamwork 
and group dynamics to enhance creativi- 
ty. This course has been exceptionally 
well received by the trainees, supervi- 
sors, and managers. 

Throughout GAO, other examples of 
training in creativity exist. 

Turning from formal training to the 
individual or supervisor, how does he or 
she know creativity is at work? The 
following might be helpful. 

As an individual, how do you know 
when you have been creative? Consider: 


© Were there times during the audit 
you felt elated because you found 
a solution to a complex problem? 
Did you find shortcuts or 
never-before-tried audit tech- 
niques that made the job a suc- 
cess? 
Did you perceive other staff 
members becoming absorbed in 
what you were doing? 
Did your audit manager or 
supervisor ask you to explain your 
innovation to other staff mem- 
bers? 
When you completed the 
assignment, did you want more of 
the same—enthusiasm, team play, 
excitement—in the future? 


If you can say ‘‘yes’’ to at least two of 
the above, you have felt the power of 
creativity. 

As a supervisor, how do you know 
when creativity is at work within your 
staff? Consider: 

¢ Did you learn new ways of 

auditing or evaluating programs 
from your staff members? 

Did you observe staff members, 
elbow-to-elbow, intensely working 
out a complex problem? 

Have staff members developed 
their abilities faster than you ex- 
pected? 

Do you feel a personal sense of 
accomplishment because the job 
turned out better than any previ- 
ous assignment? 

Do you wish the spirit of the 
assignment could go on and on? 


If you can say “‘yes’’ to any two of the 
above questions, creativity has been at 
work for you. 

Creativity is an intangible process but 
its end product is tangible. It is a power- 
ful, magical, and positive source. Watch 
for it, observe it at work, and create the 
job atmosphere for it. Then enjoy its in- 
fluence. 
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WARREN SMITH 


Improving Organizational 
Effectiveness with 
Transactional Analysis 


Transactional analysis, an exciting and fresh approach to 


understanding human behavior, can be applied in organizations 


to improve efficiency and enhance productivity. 


“I like my job just fine; it’s the peo- 
ple that give me problems.”’ 

“Nobody listens. Nobody seems to 
care.”” 

“I was only trying to help you.”’ 

“If it weren’t for headquarters, we’d 
have this report to the committee on 
time.”’ 

“This is the second time the region’s 


botched up a job for us. We’ve got hard 
evidence this time.”’ 


Games in Organizations 


Have you ever heard yourself or your 
associates in conversations like these? 
Do you know what they are doing? 
They’ re playing ‘‘games.’’ When people 
play games, they do things like: fail to 
come through for otliers, pass the buck, 
make mistakes, complain about and 
dote on their own sorrows and inade- 
quacies, and let real problems go un- 
solved. Someone gets hurt. 

In organizations, games limit produc- 
tivity, destroy motivation, inhibit 
creativity, and waste precious time and 


money. People who otherwise could be 
productive divert their psychic and 
physical energies into their games 
rather than getting the job done, mak- 
ing the decision, or solving the problem. 


Efforts To Stop Games 


When employees are taught to spot 
and greatly decrease game playing, 
their efficiency, comfort, job pleasure, 
and interpe:sonal relations pleasure in- 
crease. Executives of American Airlines, 
Arthur Andersen & Co., the Bank of 
America, Kaiser Aluminum, Westing- 
house, and dozens of other companies 
have begun to use transactional analysis 
as a fresh approach to handling people 
problems in their organizations and to 
stop playing wasteful games. Over the 
past decade, thousands of corporate ex- 
ecutives have attended 1- to 3-day trans- 
actional analysis workshops where they 
have learned techniques for increasing 
creativity, motivation, and human effec- 
tiveness. They have learned how to elim- 
inate destructive, time-consuming inter- 





Mr. Smith is a staff manager in the Office of Personnel Management. He received his B.S. degree 
from Shippensburg State College and his M.B.A. from George Washington University. 
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TRANSACTIONAL ANALYSIS 


actions and replace them with produc- 
tive, goal-oriented behaviors. Several 
months after participating in such work- 
shops, business leaders report improved 
organizational communication, greater 
self-awareness, and higher workgroup 
productivity. 


What Is Transactional Analysis? 


Transactional analysis is a simple 
method to help one understand individ- 
ual behavior, group interactions, and 
organizational dynamics. It uses com- 
mon English words, all given special 
meaning, as the basis of the theory and 
method. Application of skills and knowl- 
edge learned through training in trans- 
actional analysis can help reduce bad 
feelings, increase the efficiency of time 
use, and improve overall employee pro- 
ductivity. 

The skeleton of transactional analysis 
is the concept of three major ego states, 
or states of being: Parent, Adult, and 
Child. In theory, ego states are difficult 
to define; in operation, they are easy to 
spot. A person in the Parent ego state 
feels, thinks, and behaves as did his own 
parents and other important teachers; in 
the Adult state he operates so rationally 
that he may be thought of as a comput- 
ing data processor, virtually devoid of 
feelings; in the Child state he is all that 
he was as a child—full of feelings, crea- 
tivity, and spontaneity (an excellent 
state to surface in brainstorming ses- 
sions). 


Communication 


The interaction of ego states between 
two people is called a transaction, which 
is the simplest unit of social interaction 
—a stimulus from one person, a re- 
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sponse from another. Efficient commu- 
nication occurs when the ego state 
which was addressed responds. Exam- 
ples include the Adult of one person ask- 
ing the time of day from another and 
getting it; the Parent of a supervisor say- 
ing to the Child of a subordinate ‘‘We 
can no longer tolerate late progress 
reports,’ and the Child of the subor- 
dinate replying ‘‘Yes, I understand; it 
won't happen again’’; or the Adult of 
one person asking the Adult of another 
for a decision and the latter responding 
appropriately ‘‘I need more information 
before I can make a decision.”’ 

Inefficient communication occurs 
when an ego state which is different 
from the one addressed responds. If the 
Adult of one asks legitimately ‘‘What 
time is it?’’ and the Parent of the other 
replies critically “‘Why don’t you get 
your own watch?’’, we say that the 
transaction has been crossed. 

Another example would be the Parent 
of a supervisor saying to the Child of a 
subordinate ‘‘We can’t put up with your 
lateness any more,” and the Parent of 
the subordinate giving the unexpected 
response directed to the Child of the 
supervisor, ‘““You don’t know what 
you re talking about.”’ 

If the Child of one seeks the comfort- 
ing assistance of another’s Parent and is 
told unsympathetically to return to his 
desk and redo the work, confusion or 
hurt feelings result and further com- 
munication is stifled. In training, people 
can be taught to uncross communica- 
tions to reduce bad feelings and in- 
crease efficiency. 


Strokes 


While ego states comprise the 
skeleton of transactional analysis, the 
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heart is made up of “‘strokes.”’ If infants 
are to survive, they must be physically 
stroked—held, moved, and touched or 
caressed. As we age we get fewer of 
these original biological strokes; we get 
substitutes for them. Positive strokes, if 
genuine and fitting to the situation, pro- 
duce good feelings in the person receiv- 
ing the strokes. 

Strokes range from simple smiling, 
calling a person by name, or listening at- 
tentively to what another person is say- 
ing, to the more tangible rewards of a 
meritorious service award or promotion. 
When an employee’s efficiency sudden- 
ly decreases, one can look for the kinds 
of strokes which he likes and is not now 
getting, and then see if they can be sup- 
plied. We spend much of our time get- 
ting strokes. They are essential for 
health. 


Transactional analysis training then 


can be designed to help reduce the big 
energy wasters of organizations— 
interpersonal problems, communica- 
tions breakdowns, and the playing of 
games. Although not to be considered a 
miraculous phenomenon that will 
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TRANSACTIONAL ANALYSIS 


change an organization by itself, when 
T.A. is integrated into a comprehensive 
personnel development system, it can 
help channel energy away from game- 
playing and into organizational produc- 
tivity. 


Transactional Analysis Can 
Work For You 


How about transactional analysis in 
the General Accounting Office? Yes, it’s 
there, and there is more if you want it. 
Since national productivity is now an 
issue area in GAO, perhaps one contri- 
bution to this area could be an internal- 
ization of transactional analysis. The Of- 
fice of Personnel Development and 
Services includes some instruction in 
this method in the productive organiza- 
tional communication training program 
and has piloted transactional analysis 
workshops for some GAO organizational 
units. If you want more information on 
it or would like to attend a workshop, 
contact the 
group in the Office of Personnel Devel- 


personnel development 


opment and Services. See how transac- 
tional analysis can work for you! 





RICHARD L. KEMPE 


Merit Promotion and 
Equal Employment Opportunity 


Comparison of the merit promotion program and the equal 
employment opportunity program—to promote a fuller under- 


standing of both. 


As organizations grow, the style of 
management required to oversee activi- 
ties changes from giving detailed in- 
structions to delegating responsibility. 
The emphasis, therefore, is increasingly 
on seeking and training skilled people to 
carry out those responsibilities. 

In this world of limited resources, 
successful organizations are those with 
the best techniques of identifying, at- 
tracting, developing, and keeping tal- 
ent. One large organization, the Federal 
Government, depends upon the merit 
promotion program and equal employ- 
ment opportunity to guide personnel 
decisions. 

Merit promotion is about 90 years old, 
while EEO goes back to our Constitu- 
tion, which “‘prohibits’’ religious dis- 
crimination against anyone fulfilling a 
position of public trust. Later laws ad- 
dressed other forms of discrimination, 
such as that based on race, sex, age, na- 
tional origin, marital status, and polit- 
ical preference. The nondiscrimination 


philosophy was not as strong in the early 
days; however, ‘‘passive’’ prohibitions 
developed, over time, into a set of ac- 
tions required to be done even when a 
problem may not exist. The ‘“‘passivity 
gap’’ is bridged by the affirmative ac- 
tion plan required by the EEO program. 

Affirmative action, an orderly combi- 
nation of required motions, is the foun- 
dation for equality of opportunity. It is a 
method for getting things done. Merit 
promotion does not have an affirmative 
action plan. In view of EEO’s broad re- 
quirements, it is questionable whether 
merit promotion should have such a 
plan. 

The objectives and responsibilities of 
the two programs are similar. The best 
way to illustrate this is to list them for 
the reader. Merit promotion objectives 
and responsibilities, quoted from the 
GAO Operations Manual, Order 0825.1 
(December 19, 1975), are used as the 
basis for the reference, because the EEO 
program, covering all personnel actions, 





Mr. Kempe, an auditor with the Detroit regional office, has been with GAO since 1974. He has a 
B.E. degree in electrical engineering from Youngstown State University, Youngstown, Ohio, and 
an M.B.A. degree in accounting from Cleveland State University, Cleveland, Ohio. He is a mem- 
ber of the Association of Government Accountants and passed the Ohio CPA examination in 


November 1975. 
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has many more. EEO objectives and re- 
sponsibilities are excerpted from the 
Civil Service Commission’s 
Employment Opportunity, a Corre- 
spondence Course’’ (Washington, D.C., 
1975). (See figures 1 and 2.) 

The objectives and responsibilities of 
the two programs have much in com- 
mon. However, one area of merit promo- 
tion does not have an EEO counterpart. 
This deals with the responsibilities of 
the target population. The merit promo- 
tion program lists three employee re- 
sponsibilities for this group: 


“Equal 


1. ‘‘Applying production effort to 
assigned work; offering resource- 
ful suggestions * * * and develop- 
ing their skills and attitudes 
of cooperation and industry.”’ (p. 
6) 

““Keeping OPM informed 
currently as to training and ex- 
perience acquired outside GAO 
#*% 9 (p. 6) 

. “Informing OPM of any wish to 
be reassigned * * * .’’ (p. 6) 


* * * 


MERIT PROMOTION AND EEO 


Both programs have complaint sys- 
tems that attempt to resolve issues in- 
formally. While the merit promotion 
program deals with any problems in pro- 
motions, EEO deals only with problems 
resulting from discrimination. The path 
an individual chooses to obtain redress 
is a function of what caused the unfair 
treatment. The Civil Service Commis- 
sion will not accept an appeal on merit 
promotion actions but will entertain 
EEO appeals through its Appeals Re- 
view Board. Alternatively, the employee 
has the right to file his/her case as a 
civil action in a U.S. district court, both 
before and after the final Civil Service 
Commission action on the complaint. 


Conclusion 


The EEO program details the systems 
and actions required to guarantee the 
desired results. It is not a passive pro- 
gram; it requires certain items such as 
training programs, supervisory support, 
progress evaluations and reports, and a 
grievance system. EEO insures fair 





FIGURE 1 
Objectives 


Merit Promotion 


“Insure that all GAO employees have 
opportunity * * * to develop and ad- 
vance * * * .”’(p. 2) 

“Develop and retain a productive work 


force through recognition of employees 
***"(p.2) 


“‘Give employees fair consideration for 
higher level vacancies * * *.”’ (p. 2) 


‘Provide incentive for employees to 
take personal initiative in improving 
their performance * * *.’’ (p. 2) 
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EEO 


enhance their skills * * * so that 
they may perform at their highest poten- 
tial and advance * * *.’’(p. 81) 

“‘The agency shall utilize to the fullest 


extent the present skills of its employ- 
ees.’’ (p. 81) 


(Ce ek * 


CCk * * 


goals should remain goals and 
should never be permitted to become 
mandatory quotas requiring selection 
on factors other than merit.’’ (p. 28) 


““ * * * provide minority group and 


female employees appropriate recogni- 
tion and awards * * *.”’ (p. 89) 





MERIT PROMOTION AND EEO 


FIGURE 2 
Responsibilities 


Merit Promotion 


“‘Supervisors and managers at all levels 
are responsible for the overall improve- 
ment of management * * *.’’ (p. 5) 


“Giving unconditional support to * * * 


the Merit Promotion Program.’’ (p. 5) 
“Aiding in the development of employ- 
ees * * *.”’(p. 5) 

“‘Delegating * * * to subordinates the 
most responsible levels of work commen- 
surate with their position * * * and * * * 
capability * * *.’’ (p. 5) 

“*Realistically and thoroughly evaluating 
subordinates***.’’ (p. 5) 
“Recommending to OPM appropriate 
selective placement factors to be used in 
screening * * * when these factors are 
essential for success * * *.”’ (p. 5) 


EEO 


“Responsibility for program effective- 
ness is shared by every manager and 
supervisory in the agency.’’ (p. 80) 

“*The agency shall review, and evaluate, 
the control managerial and supervisory 
performance in such a manner as to en- 
sure * * * vigorous enforcement of the 
policy of equal employment opportuni- 
ty.’’ (p. 81) 

“The agency shall provide the maxi- 
mum feasible opportunity to employees 
to enhance their skills * * *.’’ (p. 81) 
“‘The agency shall identify any under- 
utilized employees * * * and provide 
them with work opportunities commen- 
surate with their abilities, training and 
education.”’ (p. 81) 

“Does the supervisor consider all his 
subordinates as individuals rather 
than stereotypes, and does he try to be 
impartial in his dealing with all em- 
ployees?”’ (p. 89) 


““* * * does he assist the personnel of- 
fice in locating qualified candidates 
for vacancies?’’ (p. 88) 





treatment in all personnel actions, and 
the merit promotion gives employees the 
opportunity for fair consideration for 
promotions. 

Intersections between the two pro- 
grams occur frequently. EEO is a mech- 
anism for tapping a larger pool of talent 
for the good of the organization and is 
broader in scope and depth than the 


merit promotion program. Not only does 
EEO reinforce the merit system, it goes 
beyond it. Indeed, the merit system can 
be said to be one step in the direction of 
a total EEO operation. Both programs 
benefit all employees. EEO guarantees 
opportunity, not achievement; merit 
promotion recognizes achievement, not 
opportunity. 
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The United States 
Comptroller General 
and His Opportunities 


Originally published over 50 years ago in the National Municipal Review 
(February 1923), the following article on this subject is a refreshing view on 
how one early observer looked at the offices and officers created by the Budg- 
et and Accounting Act, 1921. The author, Dr. William H. Allen, Director of 
the Institute for Public Service in New York, held a concept of what kind of 
auditing the newly formed Comptroller General’s office ought to be doing 
that was much more advanced than that of most people at the time, including 
the first Comptroller General and his associates and staff. 


Of interest, particularly to GAO readers, is the author’s concept that effective 
auditing calls for evaluating resuits and that a ‘‘mere audit of money’ is not 
enough. 


After GAO began to broaden the scope of its auditing, Dr. Allen became a 
strong supporter of the work of the Office. Through his Institute of Public 
Service, he published numerous small pamphlets calling attention to specific 
GAO audit findings of waste and inefficiency and to the great value of per- 
formance auditing in government operations. 


After listening to Director Lord’s discovered as yet by most commentators 


most interesting illustration of construc- 
tive work being done by the bureau of 
the budget, and after reading his state- 
ment entitled ‘‘The National Budgetary 
System,”’ I feel more strongly than ever 
before the importance of the comptrol- 
ler general’s opportunity. 


A Neglected Office 


The fact that this office and its rela- 
tion to the whole budget program was 
not mentioned by Budget Director 
Lord,* was only once even incidentally 
mentioned in the monthly issues by the 
National Budget Committee from April 
to November, 1922; and has been barely 
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upon the budget merely accentuates the 
comptroller general’s opportunities. 

The fact that the nation’s business 
men, speaking through the organ of the 
Chamber of Commerce of the U.S.A., 
should talk about the budget director as 
a ‘“‘field marshall of figures,’’ again 
without discovering the comptroller 
general’s relation to the budget, adds to 

*Editor’s Note: The reference here is to 
General H. M. Lord, second Director of the 
Budget, who did not mention the Comptroller 
General in his address before the 
Municipal League in Philadelphia on November 
23, 1922. The Comptroller General is mentioned, 
however, in the written version published also in 
the National Municipal Review for February 1923. 


National 
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THE COMPTROLLER GENERAL AND HIS OPPORTUNITIES 


the conviction that we cannot safely go 
on much farther without discovering, 
uncovering and spot-lighting the oppor- 
tunities of the comptroller general. 


Another aspect of the budget direc- 
tor’s statement emphasizes the terrific 
cost that is bound to result from our 
failure to see now, after the budget law, 
what congressional leaders saw before 
that law was passed, namely, that con- 
gress and the public need what only 
someone outside the presidential family 
will ever give—an independent check on 
executive expenditure and executive 
publicity. Only as a shrinking violet does 
there appear in the budget director’s 
statement or in the numerous state- 
ments by the National Budget Commit- 
tee and other more or less official 
utterances respecting the budget, the 
conception of the budget as a work pro- 
gram. On the contrary, the budget is 
defined by General Lord, speaking here 
as the nation’s budget architect, as ‘‘a 
detailed statement of expected receipts 
and proposed expenditure.”’ That defi- 
nition of a federal budget or a state 
budget or a city budget or a family 
budget misses the spirit and essence of 
the budget movement, namely that a 
budget should be first of all a picture, 
not of expected receipts and proposed 
expenditure, but of expected benefits 
and proposed service. 


Unless service is taken as a starting 
point and final testing point of budget 
making, we shall find here as Herbert 
Casson, an American economist, wrote 
from London about Britain’s carefully 
balanced budgets, that ‘‘the budget has 
about as much effect in checking ex- 
travagance as a ribbon on a frog.”’ 
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Is The Joke on the 
Trombone Player? 


The very humorous illustration which 
Director Lord used of confusion and 
lack of team work in government, seems 
to me to show the need for “‘expected 
service’ rather than ‘‘expected re- 
ceipts’’ as the basis of budget making. 
He cited a New England orchestra 
whose leader said, ‘“We shall now play 
Number 16,” and whose trombone play- 
er forthwith ejaculated, ‘‘Why I’ve just 
played Number 16.”’ Director Lord and 
the audience saw in this a joke on the 
trombone player, but why, pray, should 
not our trombones play Number 16 or 
Number 166 when the rest of the band is 
playing Number 6, if neither the direc- 
tor nor the audience knows the differ- 
ence? With the kind of budget approach 
and budget development which does not 
include the independent, unhampered, 
fearless, factbased analysis and criticism 
which congress says shall be given by 
the comptroller general, no method ever 
yet devised will help our budget director 
or our public know whether the trom- 
bone player is at Number 16 or Number 
6. 


The Comptroller General's 
Opportunities Greater 
Than Any Other Officer's 


The opportunities of the comptroller 
general to serve the United States where 
it now most urgently needs help are 
greater than those of any other elected 
or appointed public officer, not ex- 
cluding the president and his cabinet. A 
comptroller general who lives up to his 
opportunities can do more to make the 
president efficient, to make the presi- 
dent’s budget director efficient, to make 
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congress and its committees and our 
voters efficient than any other single of- 
ficer. 

If public charges are made that the 
department of justice wastes tens of 
thousands of dollars on a Cronkite case, 
that our foreign service is hurting our 
foreign business because underfi- 
nanced, that our shipping board wastes 
millions by incompetence, that wasteful 
methods are subsidized by the budget 
director, the comptroller general is the 
only officer with power, duty and motive 
to give the public the truth. 

When, as is happening right now, the 
minority party denies the accuracy of 
statements made by the budget director 
and holds up to public ridicule alleged 
perversions of the budgetary power, an 
interested public will never accept the 
statements of the budget director or the 
executive who names him, or of the 
party in power as nonpartisan, unbiased 
statements of fact. Moreover, there is 
not ‘‘a Chinaman’s chance”’ that the 
present budget director, in spite of his 
personal desire for the truth and the 
whole truth, will feel free to advertise 
publicly either errors in the work of his 
predecessor or defects of his own ma- 
chinery or astigmatism on the part of 
the departmental budget officers from 
whom he takes his own description of 
departmental needs. 


His Unique Position 


The comptroller general’s extraor- 
dinary opportunities for stimulating and 
compelling efficiency are given in the 
federal budget law. His term is fifteen 
years, overlapping four presidential 
terms and eight congresses. He is named 
not by the president, not by either house 
of congress, but by joint resolution of 
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congress. Unless the office is abolished, 
he cannot be removed by any spender or 
even by congress itself, except by im- 
peachment or after proof that he is 
physically incapacitated or has been 
guilty of either inefficiency, neglect of 
duty, malfeasance in office, or conduct 
involving moral turpitude. 

It is his special business to report to 
congress at least once a year and oftener 
when congress is in session if he wishes 
recommendations looking to greater 
economy or efficiency in public expend- 
iture. For failing to make such reports, 
after investigation upon which such re- 
ports can be fact-based, he can be re- 
moved. For telling the truth, no matter 
how unpleasant, he cannot be removed 
unless congress is willing to declare that 
telling the truth about public waste and 
inefficiency is a clear sign of moral tur- 
pitude. 


Power To Audit Results 


If the comptroller general uses his op- 
portunity, he can drive home not only to 
our federal government but to state and 
city governments, great relief funds and 
foundations, colleges and universities, 
three badly needed lessons: 


1. A mere audit of money is no pro- 
tection whatever against misuse of 
money and of power; audit or field 
studies of results is needed. 

2. The executive who spends the 
money and directs the use of delegated 
power— whether president, governor, 
mayor, city manager, university presi- 
dent or foundation head—cannot be 
trusted to seek and to broadcast the 
truth, the whole truth and nothing but 
the truth about preventable waste of 
money and preventable misuse and un- 
deruse of power. If we really want this 
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service, we must look for it to the office a budget by merely raising money 
not responsible to our spenders, such as__ enough to pay for wildest extravagance. 

the auditor of state, the comptroller of 
the city, the division of reference and 
research for the board of education, the 
special auditing division of the founda- 
tion responsible to its trustees. 

3. Extravagance and not efficiency 
will come from our imitating European 
balanced budgets unless we refuse to im- 
itate the European practice of balancing 


If the comptroller general lives up to 
his powers of scrutiny, subpoena, truth 
telling and protection against penalties 
for telling unpleasant truth, it will be 
vastly easier for taxpayers throughout 
our country to insist upon similar truth 
about waste and opportunities in cities 
and states. 


Free of Political Control 


Although the GAO has been quietly analysing bureaucratic waste since it came 
into being in 1921, it achieved little public notice until it emerged during the 
Watergate scandals as the only objective, investigative agency clearly free of 
political control. The GAO Office of Federal Elections confirmed the existence 
of a $350,000 secret slush fund at the Committee for the Re-election of the 
President; provided the clue that enabled investigators to link the fund to 
$25,000 ‘‘laundered’’ through Mexico which ended up in the bank account of a 
Watergate burglar; and referred to the Justice Department “ 


” 


apparent and 
possible’’ violations of the new campaign finance law by the pro-Nixon 


committee. 


Nancy Dunne 


in ‘‘The Congress Watchdog”’ 
published in 

The Financial Times (London) 
August 4, 1976 
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Post Audit Controls 


The following description of the background and purpose of the audit func- 
tions of the General Accounting Office was prepared in 1947. It was delivered 
before the Institute for Teachers of Government and Administration of the 
American University School of Social Sciences and Public Affairs by William 
L. Ellis, then Assistant to the Comptroller General. Other members of the 
GAO staff who assisted in preparing the paper were Charles lovino and Omer 
Paquin of the former Audit Division and Robert Brumagin of the former Cor- 
poration Audits Division. 


This summary was originally published in full in The Watchdog 

for November 1947. The historical English background for the audit functions 
that carried over to our form of government is important to an understanding 
of the evolution of GAO’s audit authorities and responsibilities. This back- 
ground and the further discussion of fiscal controls in the American colonies, 
particularly when the Second Continental Congress was in session during the 
Revolution, make it appropriate to republish a large part of the original mon- 
ograph in the Review during the Nation’s Bicentennial period. 


The problem of adequately control need for nor the machinery of legislative 


ling the expenditure of taxpayers’ money 
in such a manner as to prevent improper 
payments, fraud, and gross waste and 
extravagance, has been a major concern 
of those responsible for the finances of 
governments for centuries; various 
methods of control have been tried from 
time to time. The evolution of such con- 
trols discloses considerable changes and 
revisions, some based on political com- 
promises, some due to changing condi- 
tions, and others due to carelessness in 
the execution of existing controls. 


English Background 


In the early English days whatever 
moneys came into the hands of the sov- 
ereign, through revenues from crown 
lands, feudal dues and similar sources, 
belonged to the sovereign, to deal with 
as he pleased. There was neither the 
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controls over expenditures as we know 
them. 

Generally taxes were not levied as a 
general source of revenues, but as a 
means of securing funds for a particular 
purpose. The first form of English ap- 
propriation is understood to have been 
authorized in 1348 for the defense 
against the Scots, and in 1353 for the 
furtherance of the war which was then 
in progress. That was when one of the 
Government clerks was a young man of 
literary talent by the name of Geoffrey 
Chaucer, who went on to become the 
King’s Comptroller of Customs, among 
his less famous activities. 

During the reign of James I from 
1603 to 1625, revenues received by the 
court from sources other than Parlia- 
ment were inadequate to cover the ex- 
penses of the luxurious court main- 
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tained by the King. In 1608 James I ap- 
pointed the Earl of Salisbury as Lord 
Treasurer and soon after his appoint- 
ment, the Earl made an appeal to Parlia- 
ment to make a grant of an annual sub- 
sidy or appropriation to supplement the 
King’s revenues. The request was grant- 
ed after considerable debate, in the Gen- 
eral Committee on Grievances of the 
House of Commons, during which one of 
the members stated that he wished to 
join in humble petition to His Majesty 
that he diminish his expenses and live 
on his own revenues without exacting 
additional funds on his poor subjects. 
Nevertheless James continued to 
maintain a luxurious court, and the 
waste, fraud, and extravagance in the 
expenditure of the public money was 
such that the debt situation became 
steadily worse. Money appropriated for 
special purposes would be drawn from 
the Exchequer and expended without 
such purposes being accomplished while 


James demanded more and more grants. 


The appropriation of moneys for spe- 
cific purposes was the first step in the 
control of the expenditure of public 
funds. However experience had proved 
by this time that the specification of the 
purpose in appropriations was not suf- 
ficient alone adequately to protect ex- 
penditures, since Parliament had no 
means of insuring that the directions 
and limitations included in such appro- 
priations were carried out. 

Consequently, the House of Commons 
concluded that the ever-mounting bur- 
den of public debt, the waste, extrava- 
gance, and even fraud in the expendi- 
ture of public money were such that the 
King and his ministers could no longer 
be trusted to use the public money for 
the purposes stated in the appropriation 
acts without some check to see that they 
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complied with the law. As a result, the 
second major step in the control of pub- 
lic funds was the adoption of the Sub- 
sidy Act of 1624, providing that the ap- 
propriated money should be in the cus- 
tody of treasurers, appointed by the Par- 
liament;, that the money should be ex- 
pended by, and paid by the treasurers, 
on warrants drawn by the Council of 
War also appointed by the Parliament; 
that the moneys should be used for cer- 
tain specific purposes named in the bill; 
and the accounts showing the expendi- 
tures should be examined and settled by 
a committee of the House of Commons, 
or by its representatives appointed for 
that purpose. 

However, the House of Commons did 
not consistently follow the procedures 
set out in the Subsidy Act, and there was 
little abatement during the remainder of 
the reign of James I in the struggle be- 
tween the House of Commons and the 
King as to whether grants in aid or sub- 
sidies should be made to supplement the 
royal revenues. 

The conditions were not improved 
during the early days of the reign of the 
late lamented Charles I, who succeeded 
his father. Thus, this second attempt to 
control public funds failed to achieve its 
goal due to inadequate compliance. 

In 1628, before the House of Com- 
mons would vote any grants or subsidies 
to Charles I, the King was called upon to 
agree to the Petition of Right, wherein it 
was specifically provided that no “‘man 
hereafter be compelled to make or yield 
any gift, loan, benevolence, tax or such 
like charge without common consent of 
the House of Commons.” 

The insufficiency of Crown revenues 
and the opposition to forced loans and 
taxes under the King’s prerogative 
made it necessary for Charles I again to 
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call upon Parliament for a demand of 
grants or subsidies. As these were re- 
fused, the Parliament was dissolved, but 
due to the desperate condition of public 
affairs, the Long Parliament was as- 
sembled. The attempt of Charles I to ar- 
rest the leaders of the opposition on the 
floor of Parliament precipitated the civil 
war and Commonwealth Government. 

Article 28 of the Instrument of Gov- 
ernment drawn up in 1653, for the Com- 
monwealth Government, expressly pro- 
vided that the yearly revenue should be 
paid into the public treasury, and 
should be issued out for the uses as 
stated in the laws enacted by the Coun- 
cil, or legislative body, and that moneys 
should be raised as agreed upon by such 
legislative body and the Lord Protector. 
After the revolution, the Bill of Rights of 
1689 specified it illegal for the Crown to 
expend public money in any other man- 
ner than authorized by Parliament. 

As the result of the struggles of this 
period the system for parliamentary con- 
trol of public funds in England gradual- 
ly evolved. 


Colonial History 


Therefore, it is not surprising to note 
that, generally, it was settled in the Eng- 
lish Colonies that no taxes could be 
levied or public funds expended except 
pursuant to an act or resolve originating 
in the lower house of the respective leg- 
islative assemblies, and that these lower 
houses either had an auditor responsible 
to them to examine and audit the ac- 
counts of receipts and expenditures by 
executive officers, or the work was per- 
formed by select committees appointed 
by such lower houses. 

As remarked by one early authority: 

*‘Nothing stands out with greater dis- 
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tinctness than the persistence and suc- 
cess with which the colonists insisted up- 
on the right of their legislative assem- 
blies to direct their finances. This side of 
colonial history is so familiar, that we 
can assume the facts of the separation of 
powers and the establishment of legisla- 
tive control of the finances.’’ (Charles J. 
Bullock, The Finances of the United 
States from 1775 to 1789 with Especial 
Reference to the Budget, Bulletin of 
the University of Wisconsin, Economics, 
Political Science and History Series, 
Vol. 1 (1895), No. 2, pp. 214, 215.) 

The Second Continental Congress, 
meeting in 1775, like the first Congress, 
had no governing authority, nor were its 
representatives authorized to bind the 
various colonies to any action taken by 
it. 

Due to the circumstances that the 
Continental Congress was required to 
conduct the colonies through a war, the 
raising of revenue for its prosecution 
and legislating as to required disburse- 
ments became, shall we say, its unexpec- 
ted function. A resolution adopted July 
29, 1775, appointed two men as joint 
treasurers of the ‘United Colonies;’’ a 
resolution of August 1, 1775, placed 
$10,000 to the credit of the delegates 
from Pennsylvania for riflemen’s ac- 
counts; the resolution of September 25, 
1775 appointed a Committee of Ac- 
counts or Claims, with one member from 
each of the United Colonies, to examine 
and report on all accounts against the 
Continent, as it was called; and the reso- 
lution of September 29, 1775, that the 
orders of Congress for payments were to 
be drawn on the treasurers and signed 
by the President of the Congress. This 
Congress, stili acting for the United Col- 
onies, on February 17, 1776, authorized 
appointment of a standing committee of 
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five for superintending the Treasury, 
and on February 23, 1776, authorized 
that committee to require the produc- 
tion of vouchers and accounts for use in 
stating, checking and auditing the pub- 
lic accounts. 

So we can see, that with the limited 
finances which the colonists enjoyed— 
or rather suffered under— provision was 
made for a careful examination of the 
accounts of the receipt and disburse- 
ment of the public money. It may be 
noted here, as an indication of the close 
scrutiny which was imposed by the Con- 
gress upon every expenditure of money, 
that these first committees were com- 
posed of members of Congress. In fact, 
during this period Robert Morris, later 
to be recognized as one of the country’s 
ablest financiers, complained that the 
members were unable to perform prop- 
erly their legislative duties as delegates 
and their administrative duties as com- 
mittee members at one and the same 
time. This condition was somewhat alle- 
viated by a resolution of April 1, 1776, 
which created the Treasury Office of Ac- 
counts under the direction of the Stand- 
ing Committee for the Treasury, with an 
Auditor-general, who was charged with 
the duties of stating, arranging, and 
keeping the public accounts. In the 
Treasury Office of Accounts were vested 
certain duties relating to the liquidation 
of claims to be reported to Congress for 
allowance, as well as the keeping of all 
contracts, securities and obligations for 
the use and benefit of the United Colo- 
nies, and the keeping of books for charg- 
ing various persons with public money 
advanced or paid, for which purpose 
every warrant on the Treasury was re- 
quired to be entered at the Treasury Of- 
fice before payment. It is more than a 
coincidence that the language adopted 
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by the same body which a few months 
later declared our independence is re- 
stated, in superficial form at least, in the 
Budget and Accounting Act of 1921. 

However, these same Colonies, when 
banded together under the Confedera- 
tion, without particular machinery to 
control public funds, experienced con- 
siderable difficulties in the control of its 
funds. The public money was at first 
turned over to various individuals to dis- 
burse and account therefor to the Con- 
gress. The accounts became greatly in 
arrears; there were charges of pecula- 
tions, waste and extravagances in the 
spending of the money, and finally the 
Congress, upon the recommendation of 
Robert Morris adopted an ordinance of 
1778 providing for a Comptroller, an 
Auditor, a Treasurer, and two Cham- 
bers of Accounts appointed by the Con- 
gress for a term of one year each. 


Under the Constitution 


With respect to control over the 
raising and spending of public funds, 
the Constitution, in Article I, contains 
the following: 

*‘No money shall be drawn from the 
Treasury, but in Consequence of Appro- 
priations made by Law; and a regular 
Statement and Account of the Receipts 
and Expenditures of all public Money 
shall be published from time to time.”’ 

The accounting system for the control 
of public funds established by the Conti- 
nental Congress was brought over 
almost intact, under the Constitution, by 
the Act of September 2, 1789, establish- 
ing the Treasury Department. Its 
authorship is commonly attributed to 
Alexander Hamilton. This act provided 
that accounting officers should be 
bureau officials of the Treasury Depart- 
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ment; that they should consist of a 
Comptroller, an Auditor, and a Treas- 
urer, appointed by the President with 
the advice and consent of the Senate; 
that the Auditor should examine all 
accounts subject to review by the Comp- 
troller; and that the Treasurer should 
not honor warrants against appropri- 
ated funds unless the warrants are coun- 
tersigned by the Comptroller. 

Mr. Baldwin, who introduced this bill, 
in the course of debate stated substan- 
tially that he was not an advocate of un- 
limited authority in the Secretary of the 
Treasury; that he hoped to see proper 
checks provided: a Comptroller, Audit- 
or, Register and Treasurer; that he 
would “not suffer the Secretary to touch 
a farthing of the public money beyond 
his salary;”’ and that the settling of the 
accounts should be in the Auditors and 
Comptroller, the registering of them to 
be in another officer; and the cash to be 
kept in the hands of one unconnected 
with either. 

Thus at the very inception of our Gov- 
ernment internal controls to prevent 
fraud, waste, and extravagance were 
considered and adopted. However, such 
controls were limited by the fact that all 
officials dealing with the handling and 
accounting of public funds were within 
the Treasury Department; there was no 
independent audit of the accounts by 
officials responsible to the legislature. 

By 1809 Congress learned, even as the 
House of Commons learned as early as 
1624, that it was not sufficient to spec- 
ify, in more or less detail, the purposes 
for which specific sums of public money 
could be used. What was lacking was an 
express prohibition against the use of 
such appropriations for any other pur- 
pose and a means of enforcement dis- 
tinct from the spending agencies. In the 
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Act of March 3, 1809, during the last 
days of the Jefferson Administration, 
there was finally approved a recommen- 
dation made by the President eight 
years before, consisting of what is now 
sections 3623, 3678 and 3709 Revised 
Statutes: 

“Section 3623. All officers, agents, or 
other persons, receiving public moneys, 
shall render distinct accounts of the 
application thereof, according to the 
appropriation under which the same 
may have been advanced to them.”’ 

“Section 3678. All sums appropriated 
for the various branches of expenditure 
in the public service shall be applied 
solely to the objects from which they are 
respectively made, and for no others.”’ 

Notwithstanding the clear contempla- 
tion of the Act of 1789 that claims and 
accounts should be settled by the 
accounting officers, the War and Navy 
Departments generally were hostile 
thereto and secured the establishment 
of accountants for their departments 
who presumed to take over many of the 
functions then being performed by the 
Auditor of the Treasury for their depart- 
ments—a procedure opposed by both 
President Jefferson and Secretary of the 
Treasury Gallatin. 


Act of March 3, 1817 


By an important reorganization in 
1817, these offices of accountants were 
abolished and a new statute specified in 
language which was modeled after that 
adopted by the Continental Congress 
and is still the law today, that ‘‘All 
claims and demands whatever by the 
Government of the United States or 
against it, and all accounts whatever in 
which the Government of the United 
States is concerned, either as debtor or 
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creditor, shall be settled and adjusted in 
the Treasury Department (now in the 
General Accounting Office.’’) 

Despite the reorganization of 1817, 
the War and Navy Departments contin- 
ued their hostility to permitting the set- 
tling of claims by the accounting offi- 
cers. Attorney General William Wirt 
rendered opinions to the effect that the 
action of the Comptroller was final and 
conclusive upon the executive branch of 
the Government; and that even the Pres- 
ident had no authority to revise the set- 
tlement of claims and accounts made by 
the Comptroller and the Auditor. Sim- 
ilar opinions were rendered by succeed- 
ing Attorneys General. Nevertheless, the 
controversy continued from time to time 
and it became necessary for the Con- 
gress to resolve the doubts by an Act of 
1868, providing—that such balances, 
when stated by the auditor and properly 


certified by the comptroller, are to be 
taken and considered as final and con- 


clusive upon the executive branch of the 
Government, and be subject to revision 
only by Congress or by the proper 
courts. . 

Shortly after the passage of the Act of 
1868 the Secretary of War recom- 
mended to the Congress that it be 
repealed. But the House Committee 
reported— 

“‘The committee are satisfied that it 
was the intention of the framers of the 
act of 1817 to establish a tribunal for the 
settlement and adjustment of accounts 
against the Government that should be 
wholly independent of, and in no way 
subject to, control or revision by those 
Departments or officers by whom the 
public expenditures and liabilities are 
incurred. 

“‘The special provisions of many sub- 
sequent acts show that such was the 
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understanding of Congress. The leading 
principle upon which this system of 
accounting and adjustment was estab- 
lished appears to have been that all 
accounts involving the expenditure and 
disbursement of public moneys should 
be settled and adjusted by officers hold- 
ing under appointments independent of 
the heads of departments, and who 
themselves had nothing to do with the 
disbursements. In short, they designed 
to prevent officers who made or directed 
the expenditure from having any voice 
or influence in judging of the legality or 
rightfulness of it, and such check was 
necessary to insure a judicious and hon- 
est expenditure of the public funds.”’ 


Dockery Act 


This sytem of accounting controls, 
which prevailed from 1789 to 1894, 
finally came to be considered cumber- 


-some and ill adapted to the growth of 


the country. Every account was first 
examined by the administrative execu- 
tive department, then settled by an au- 
ditor, and subsequently reviewed by a 
comptroller. Such triplication in the 
examination of public accounts was not 
only vexatious in respect to delays, but 
relatively expensive, without compensat- 
ing results to the Government. 

As a result of an investigation by the 
Dockery Commission, the accounting 
system was reorganized by the Act of 
July 31, 1894. The two comptrollers 
were combined into one, known as the 
Comptroller of the Treasury, and his 
routine audit of accounts was abolished. 
The one post-audit, that of the auditors, 
was and still remains final on the execu- 
tive departments, subject to review by 
the Comptroller on appeal from the 
audit action. The Comptroller’s decision 
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on appeal was and is today conclusive 
on the executive branch but is not in any 
way binding or final on Congress or on 
the courts. 

The Comptroller retained the func- 
tion of countersigning warrants, debit- 
ing appropriations and crediting the 
accounts of disbursing officers on the 
books of the Government and for any 
other withdrawals of public moneys 
from the appropriations. The requisi- 
tions of the heads of departments and 
establishments for warrants were routed 
through the office of the appropriate au- 
ditor, there being one for each of the 
principal departments of the Govern- 
ment, and one for the State Department 
and for the miscellaneous establish- 
ments, boards and commissions. The au- 
ditor made a report to the Comptroller 
as to the state of the disbursing account, 
and if it was in fair shape the Comptrol- 
ler countersigned the warrant after it 
had been signed by the Secretary of the 
Treasury, placing funds to the credit of 
the particular disbursing officer and 
against which he was required to render 
his accounts at stated intervals, gener- 
ally once a month. 


Budget and Accounting Act 


The reorganization of the accounting 
system in 1894 did not go far enough, 
since it left the control of public moneys 
subject to an audit by officers responsi- 
ble to the executive branch of the Gov- 
ernment rather than to an independent 
audit responsible to the Congress. Presi- 
dent Taft’s Commission of Economy 
and Efficiency wrestled with the prob- 
lem and finally recommended that the 
accounting system be made independ- 
ent of all the spending agencies of the 
Government, including the Treasury 
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Department, and that the offices of the 
six auditors and the Comptroller be 
combined into one office, so as to bring 
about a greater degree of uniformity in 
the settlement and adjustment of claims 
and accounts. After a period of years 
these recommendations were recognized 
with the enactment of the Budget and 
Accounting Act of June 10, 1921. 

By this act, the audit control of public 
funds comprised an independent audit 
by the General Accounting Office, 
headed by the Comptroller General and 
responsible to the Congress. The same 
act established the Budget Bureau and 
systematized the preparation of the 
annual budget. 


This system of control continued dis- 
bursing officers within the administra- 
tive departments. Prior to 1912 a prac- 
tice had grown up in several of the 
departments of having vouchers pre- 
pared and examined in the disbursing 
offices. This was not in the interest of 
good accounting control since it permit- 
ted the disbursing officer to pay vouch- 
ers prepared by himself, and in addition 
duplicated considerable work already 
performed by the administrative office. 
An act of that year improved accounting 
controls by directing that all vouchers 
be prepared and examined by and 
through the administrative heads of 
divisions and bureaus—that is by the 
persons most likely to be conversant 
with the facts—and eliminated duplica- 
tion of administrative examination by 
confining the disbursing officers to 
“‘only such examination of vouchers as 
may be necessary to ascertain whether 
they represent legal claims against the 
United States.”’ 
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In 1933, an Executive Order under 
the Reorganization Act transferred the 
disbursing function of all civilian execu- 
tive agencies (except the Post Office and 
Panama Canal) to the Treasury Depart- 
ment, and placed a responsibility for the 
propriety of the payment on the depart- 
mental officer who was responsible for 
certifying the voucher as a lawful pay- 
ment. 


Certifying Officers Act 


Due to the uncertainty and confusion 
encountered in determining the respec- 
tive liabilities of disbursing and certify- 
ing officers, the Act of December 29, 
1941, was enacted to define and delimit 
their respective roles. 

This act provides that disbursing offi- 
cers under the executive branch of the 
Government shall: 

(a) disburse moneys only upon, and in 
strict accordance with, vouchers duly 
certified in the department whose fund 
is charged; 

(b) make such examination of vouch- 
ers as may be necessary to ascertain 
whether they are in proper form, duly 
certified and approved, and correctly 
computed * on the basis of the facts cer- 
tified; and 

(c) be held accountable accordingly; 
and that the officer or employee certify- 
ing a voucher shall: 

(a) be held responsible for the facts 
stated on the voucher and for the legal- 
ity of the payment under the appropri- 
ation or fund involved; 

(b) be required to give bond to the 
United States; and 


*An amendment in 1942 (31 S.C. Supp. V. 82F) 
is to the effect that the responsibility for correct- 
ness of comutations is transferred from the dis- 
bursing to the certifying officer. 
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(c) be held accountable for and 
required to make good to the United 
States the amounts of any illegal, im- 
proper, or incorrect payment resulting 
from any false, inaccurate, or misleading 
certificate made by him, as well as for 
any payment prohibited by law or which 
did not represent a legal obligation 
under the appropriation or fund 
involved. 

With a number of exceptions, all 
funds which are collected on behalf of 
the United States, whether such collec- 
tions be in the form of taxes, duties, 
fines or receipts, must be deposited in 
the general fund of the Treasury. After 
funds have once been so covered into 
the Treasury, they cannot be withdrawn 
except pursuant to an appropriation act 
passed by Congress. Funds under appro- 
priations are advanced to and made 
available for use by the Disbursing Offi- 
cers in meeting the obligations incurred 
by the Government, only upon warrants 
countersigned by the Comptroller Gen- 
eral. 

The disbursing procedure has not 
been completed with the issuance of 
checks by the Disbursing Officers. 
Funds have been made available to the 
Disbursing Officers under the funda- 
mental rule of law that they are to be 
held strictly accountable therefor and 
can disburse such funds only upon duly 
certified vouchers, for legally authorized 
purposes. It is to find whether the funds 
have been so disbursed that their 
accounts, consisting of schedules of 
their payments and the vouchers to 
prove their validity, are subject to GAO 
post audit. 


The Audit of Public Accounts 


The term ‘‘audit’’ as defined by Web- 
ster means, ‘‘a formal or official exami- 
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nation and verification of accounts, 
vouchers, and other records.”’ Broadly 
speaking, it may be said that, generally, 
the purposes for which accounts and 
records are audited are as follows: Gen- 
eral verification of accounts (a) to deter- 
mine propriety of expenditures and 
fiduciary integrity of those in charge; (b) 
to determine whether a proper account- 
ing has been made of all funds; (c) to 
determine costs, inventories, and other 
specific matters for various special pur- 
poses; (d) to detect errors in the 
accounts; (e) to detect fraud; (f) to deter- 
mine extent of fraud already detected; 
(g) to deter error and fraud by the pro- 
phylactic effect of audit upon account- 
able officers. 


Based on the responsibility vested in 
the General Accounting Office to pre- 
scribe the forms of vouchers, collateral 
papers, accounts and systems, to coun- 
tersign warrants, and to settle and ad- 
just claims and accounts, the system of 
audit of public accounts assumes even a 
broader scope. 

The primary and most important con- 
sideration in the audit of expenditures is 
to determine whether an appropriation 
has been made by the Congress, and 
whether the appropriated moneys are 
used solely for the purposes for which 
the appropriation was made and other- 
wise in accordance with law. 

In post audit the disbursements are 
audited after payment has been made 
and the vouchers and supporting docu- 
ments covering such payments have 
been submitted to the General Account- 
ing Office with the accounts of disburs- 
ing officers or otherwise made available. 

The general function of the audit of 
disbursements comprises the verifica- 
tion of vouchers and original documents 
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and supporting data to determine that 
the expenditure is authorized by law. 


In the audit of expenditures there are 
for consideration the provisions of laws 
having application to the expenditure of 
public funds. Many of these laws are of 
general application to all classes of 
expenditures, such as section 3477, 
Revised Statutes, forbidding the assign- 
ment of claims against the United 
States; section 3648, Revised Statutes, 
forbidding payment in advance of the 
rendition of the services; section 35 of 
the Criminal Code respecting the prepa- 
ration of fraudulent vouchers; and the 
act of May 26, 1936 (49 Stat. 1374), 
authorizing withholding of compensa- 
tion of Government personnel indebted 
to the United States because of disallow- 
ance of credit by the General Account- 
ing Office covering payments to them. 


The then Comptroller General 
McCarl, being of the opinion that it was 
much better to prevent improper 
expenditures of public funds, than to 
attempt to recover back such moneys 
afterwards, inaugurated a pre-audit pro- 
cedure, in 1927, under which vouchers 
and supporting documents were subinit- 
ted to the General Accounting Office for 
audit, after such vouchers had been ad- 
ministratively approved but prior to 
payment. This procedure, predicated on 
the authority to render advance deci- 
sions, was not compulsory but was 
entirely voluntary with the departments 
and establishments and was used only 
on the request of the agency concerned. 
However, the procedure developed three 
elements of doubt—(1) It encouraged 
the administrative audit to become slug- 
gish by reliance upon the GAO pre-audit 
to detect errors, (2) it minimized the 
responsibility placed upon the certifying 
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and disbursing officers, and (3) it 
reduced the independence of action 
required in the post audit. In the first 
year of the war, the mounting pressures 
of business required the complete aban- 
donment of pre-audit; it has not been 
revived. 


Worid War II Adjustments 


Also, at the start of World War II, it 
was evident that the audit controls built 
to that time would be severely taxed and 
tested by the tremendous increase of 
payments during the war period, espe- 
cially when the necessities of the times 
required the use of thousands of civil- 
ians without Government experience or 
specialized training. 

In order to meet this test, the General 
Accounting Office, with the cooperation 
of the administrative offices, established 
project offices in the field to audit pay- 
ments under war-time cost-plus con- 
tracts in an effort to perform a current 
and more effective audit and to reduce 
the tremendous flow of correspondence. 
It was definitely understood that the au- 
ditor was not entering the field to be a 
detective, or to approach his work with 
suspicion or with a foregone conclusion 
that there was something wrong. He is a 
watch-dog, but not a bloodhound. 

GAO auditors were located in approx- 
imately 270 war plants, which enabled 
them to conduct extensive and contin- 
uous surveys of the contractor’s and ad- 
ministrative office’s procedures. The au- 
ditors became familiar with plant con- 
ditions and with the facts and circum- 
stances under which payments were 
made. In other words, the project audit 
in the field could examine to some 
extent the facts behind the certificates; 
and audit in Washington must place 
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heavy reliance upon the certificates of 
the certifying and disbursing officers. 
One of the plants covered completely by 
GAO auditors on the spot was the Oak 
Ridge atom bomb plant. The auditors 
did not know of the bomb; they did 
know where all the money went, and 
why. 

In this manner the post audit of the 
tremendous amount of payments under 
war contracts was maintained on a cur- 
rent basis; and in addition to its deter- 
rent effect on erroneous practices, it 
resulted in the collection of approx- 
imately $100,000,000, much of which 
would not have been recovered had the 
audit been made in reliance merely on 
the formal certificates of faraway admin- 
istrative officers. 


Other Modern Developments 


In numerous other ways there have 
been adopted reforms and adaptations 
designed to tailor-fit the audit to the 
type best fashioned for the Govern- 
ment’s varied activities. Examples are— 

(1) The field payroll audit, which was 
explained in the Comptroller General’s 
Annual Report for 1945, page 5, as fol- 
lows: 

“In those agencies adopting the pro- 
cedure in its entirety the individual pay 
card and control register were made the 
basic accounting records. Consequently, 
there is now prepared a materially sim- 
plified pay-roll voucher, the individual 
pay card and supporting documents 
containing all the necessary data 
required for audit and record purposes. 
Thus, the General Accounting Office is 
able to perform its pay-roll audit in the 
agencies. This has provided for a more 
comprehensive audit and has materially 
improved the pay-roll work and records 
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of the agencies. Also, voluminous corre- 
spondence necessary in the former audit 
has been eliminated and suspensions 
raised on payroll disbursements are 
promptly and informally disposed of.”’ 

(2) The Maritime audit under the 
Merchant Marine Act of 1936. An 
annual book audit has been made of the 
records of the Maritime Commission 
and the War Shipping Administration, 
and a full report is furnished thereon to 
Congress. The report for the fiscal years 
1943-1944 was the subject of extended 
hearings by the Merchant Marine and 
Fisheries Committee, whose report sus- 
tained the audit findings and called 
upon the Commission to put them into 
effect (House Report No. 1, 80th Con- 
gress). 

(3) Customs audit. For about 20 years 
the highly technical and specialized 
field of the collection of customs duties 
has been covered by a field audit made 
on the spot where the transactions are 
effected and the basic records are kept. 

(4) Other special audits. Under vari- 
ous authorities, similar special audits 
are made of the Treasury Department 
General Supply Fund, the Panama 
Canal, War Assets Administration, Soil 
Conservation and Domestic Allotment 
Payments, and Gorgas Memorial Lab- 
oratory. 

(5) Transportation audit. A funda- 
meita! revision in the approach and 
method of audit of transportation 
accounts has been put into effect under 
the sanction of the Transportation Act 
of 1940 and the Certifying Officers Act 
of 1941. This legislation provides for the 
certification, and payment of carriers’ 
bills upon presentation, prior to audit or 
settlement by the General Accounting 
Office; relieves certifying and disburs- 
ing officers from responsibility for all 
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overpayments for transportation except 
those involving mathematical errors and 
illegal payments; and provides for the 
deduction of overpayments from subse- 
quent bills or recovery thereof from the 
carriers. As a result, the responsibility 
for the audit of transportation payments 
by the Government rests exclusively 
upon the General Accounting Office, 
and it is through its efforts that amounts 
overpaid carriers are recaptured for the 
account of the United States. Of partic- 
ular interest is the adoption of a short- 
cut procedure calling normally for direct 
correspondence with, and collections 
from, the carriers whose bills are found 
to have been overpaid without first call- 
ing on the accountable officers in the 
administrative offices to consider the 
audit exceptions. While the General 
Accounting Office has always conducted 
a careful audit of payments to carriers, 
considerable assistance was formerly 
received through administrative audits. 
Now the administrative audit is gener- 


ally directed only to a verification of the 


mathematical accuracy of the bills pre- 
sented. 


Commercial-Type Audits of 
Government Corporations 


As has already been explained, Con- 
gress has been charged by the Constitu- 
tion with the responsibility for control- 
ling the nation’s pursestrings. (See Arti- 
cle 1, Section 9.) 

This responsibility has been dis- 
charged as pertains to the Federal de- 
partments through the appropriation 
procedures and the budget and auditing 
processes prescribed by the Budget and 
Accounting Act of 1921. 

At the time of the passage of that act, 
the Government corporations were not 
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of material importance in their effect 
upon the national economy and hence 
were not included in the act. 


With the advent of World War I, it is 
true the Government for a brief period 
utilized to a considerable degree the 
corporate form to conduct activities of a 
commercial nature. The primary reason 
given for the use of the corporate form 
was that it enabled programs to be 
undertaken with maximum speed and it 
allowed a certain amount of freedom 
from the usual governmental restric- 
tions and accountability. 


The results obtained were so satisfac- 
tory that the use of the corporate form 
expanded during the depression, emer- 
gency, and World War II periods until 
the corporations reached a total of over 
one hundred in 1945. 


It became apparent to Congress in 
that year that the corporations were 
reaching gargantuan proportions, both 
as to total assets and to yearly expend- 
itures with a corresponding impact upon 
the Federal budget. The corporations 
were engaged in every conceivable type 
of enterprise, such as lending, insuring 
deposits, operating prison industries, 
development of national resources, con- 
struction of war facilities, transportation, 
stockpiling of critical and sirategic 
material and others of equal impor- 
tance. Corporations were further em- 
ployed to carry out governmental func- 
tions for other agencies. Such activities 
included subsidy payments and price 
support programs. The combined ex- 
penditures of the corporations 
amounted to billions of dollars annually. 
Since many of the corporations were 
operating under funds other than ap- 
propriated funds, they were not re- 
quired to submit accounts to the Gen- 
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eral Accounting Office for audit.* Thus, 
considerable sums of Federal funds were 
being expended which were beyond the 
reach of the General Accounting Office 
auditors. 

Congress took cognizance of this 
alarming situation and undertook to 
place the Government 
under uniform controls. 

The first step in this direction was the 
enactment of the George Act (Public 
Law 4, 79th Congress), approved Febru- 
ary 24, 1945. This act was designed to 
bring all Government corporations and 
their transactions and operations under 
annual scrutiny by the Congress 
through the medium of an audit by the 
General Accounting Office. The law 
prescribed specifically that the financial 
transactions shall be audited in accord- 
ance with the principles and procedures 
applicable to commercial corporate 
transactions, and that the audit shall be 
conducted at the place or places where 
the accounts of the respective corpora- 
tions are normally kept. 

Both of these requirements were de- 
viations from the regular procedures 
followed in the ordinary governmental 
audit of financial transactions. The 
regular audit of the vouchers of the 
Government agencies conducted in the 
offices of the General Accounting Office 
consists of an examination with a view to 
determining the legality of expendi- 
tures. The term ‘‘commercial-type au- 


corporations 


* The rationalization is that the accounting for 
the capital invested in the form of stock is com- 
plete when the accountable officer exhibits the 
disbursement of the funds to the corporation in 
return for the issue of its stock. For the most part 
the actual expenditure of such funds by the corpo- 
rations was not accounted for, nor were the receipt 
and application of the proceeds of their under- 
takings. 
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diting’’ is used merely to differentiate 
between the traditional type of Gov- 
ernment auditing and the new type pro- 
vided for in the control acts. 

The commercialtype audit of finan- 
cial transactions is an innovation in 
governmental accounting and, while it 
has proved successful in private industry, 
it may be said to be on trial as a govern- 
mental activity. This type of audit does 
not contemplate a detailed examination 
of each and every transaction. The pro- 
cedures followed are similar to those 
practiced by independent accountants 
in public practice. It is based upon the 
theory that after having determined that 
the management has provided an 
adequate system of internal control to 
prevent or minimize employees frauds it 
is unnecessary to go through the time- 
consuming and expensive procedure of 
examining every financial transaction. 
Reliance is placed upon test-checks, or 
spot checks, which are made to the ex- 
tent deemed necessary. 

Of course, the audit is conducted in 
accordance with generally accepted ac- 
counting principles which means those 
principles recognized by the American 
Institute of Accountants and State 
Societies of Certified Public Account- 
ants. This assures the Congress that the 
reports submitted to it by the manage- 
ment are prepared on a basis which is 
comparable to the basis employed in 
private enterprise or that Congress is 
placed on notice if any deviations exist. 
Through such a procedure Congress is 
in a position to compare the efficiency 
of the Government corporations with the 
efficiency of a private corporation en- 
gaged in a similar activity. 

In the process of evaluating results 
Congress must have the means to deter- 
mine that the corporate financial state- 
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ments through which management re- 
ports the results of its stewardship are 
reliable. It must have information with 
respect to policies, business methods, 
and activities, to determine the faith- 
fulness and efficiency with which man- 
agement has executed the objectives of 
Congress. It must measure results 
against the goals set by the financial 
program for the year. For these pur- 
poses Congress cannot risk sole depend- 
ence upon reports and information re- 
ceived from management, which may be 
colored by natural bias. In commercial 
enterprise these needs are satisfied 
through the services of independent 
public accountants. Congress, when it 
enacted the corporation control act of 
1945, recognized the advantage of 
commercial-type independent audits 
conducted in the offices of the corpora- 
tions. 

The commercial-type audit proce- 
dures use examinations of individual 
transactions as tests to determine the ef- 
ficiency of the internal control and the 
faithfulness with which the management 
adheres to objectives, policies, legal re- 
quirements and efficient business 
methods. 

Audit at the offices of the corporation 
avoids duplication of records, places all 
collateral records available to the au- 
ditor and provides the opportunity for 
discussions with responsible officials 
and employees of the corporation. 

The objective of the auditor in the 
conduct of a commercial-type audit is to 
report to the board of directors and to 
the owners of the enterprise and to the 
management his opinion and recom- 
mendations, as to: 


1. The financial position and oper- 
ating results. 
2. Organization and system of inter- 
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nal control. 

3. Efficiency in operations and ac- 
complishments related to objectives. 

4. Compliance with basic laws. 

5. Business and financial policies and 
methods. 

6. Accounting principles and _ prac- 
tices. 


Commercial-type audits also require 
that the management prepare a state- 
ment of financial position and a state- 
ment indicating the results of operations 
for the accounting period. Both state- 
ments are necessary to the conduct of 
this type of audit. Such statements are 
not required under the ordinary Govern- 
ment type vouchers audit of the regular 
departments. 

In a commercial-type audit the au- 
ditor studies the processing of transac- 
tions through the office to assure the in- 
ternal control system which is claimed 


by the management to be in effect actu- 
ally is in operation. If the possibility for 


fraud is reduced or eliminated the au- 
ditor’s work of examining transactions 
is greatly reduced. Where such a system 
is not in operation or is found to be in- 
effective, it becomes necessary for the 
auditor to expand his program consid- 
erably. 

Fundamental emphasis should be 
placed upon disclosure to Congress of 
any programs, expenditures, or other 
financial transactions which in our opin- 
ion are without authority of law. 


* * * 


the General Accounting Office, 
through the Corporation Audits Divi- 
sion, is participating in the formulation 
of national basic philosophy through the 
rendition of audit reports to the Con- 
gress and the reliance placed thereon by 
that body. It is a responsibility of great 
importance and it is being discharged in 
a manner that we think, is a credit to the 
Comptroller General and to the office. 
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History of the 
Metric System in the U.S. 


From a staff paper prepared in the Logistics and 
Communications Division 


Between the 16th and 18th centuries, 
there was a rebirth in France of new 
scientific inquiries on a decimal system 
of weights and measures based on meas- 
urable natural or physical phenomena 
rather than arbitrary standards on 
which the existing U.S. system is chiefly 
based. By decree the French Academy 
appointed committees to carry out the 
work. The new units of measure were of- 
ficially adopted in France in 1795. By 
1840 Italy, Greece and the Netherlands 
accepted the metric system. By 1880 17 
nations— including most of South Amer- 
ica, Germany, Austria, Hungary and 
Norway—had officially accepted the 
metric system. By 1900 18 more nations 
were added to the list. 

With the achievement of independ- 
ence and the creation of a new Union, 
the Articles of Confederation gave Con- 
gress the power of fixing the standards 
of weights and measures throughout the 
United States. The constitution reaf- 
firmed this assignment of power to Con- 
gress in Article I Section 8. Over the 
years many efforts at standardizing the 
weights and measures systems surfaced 
in the United States. 

1790 ‘President Washington in his first mes- 


sage to Congress calls for a uniform sys 
tem of currency, weights, and measures. 


France asks President Washington to 
adopt the metric system. 
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U.S. Coast and Geodetic Survey adopts 
the meter as its standard of length in its 
work. 


John Quincy Adams submits the first sys- 
tematic consideration of the metric sys- 
tem by the U.S. after 4 years of study. 


Secretary of Treasury completes 2-year 
study of metric system and recommends 
adoption of the system in the U.S. 


After considering three bills Congress 
legalized—but not adopted—the use of 
the metric system in the United States. 
Several pieces of legislation dealing with 
increased use of the metric system were 
introduced. Private organizations were 
also formed to study and advance to met- 
ric cause. 


More than a dozen bills dealing with the 
metric system were proposed. 


Subject considered dead so far as con- 
gressional interest was concerned. 


American Metric Association formed and 
continues to exist today. 

Approximately 40 bills introduced advo- 
cating adoption of the metric system. 


Launching of Sputnik by Russia places 
new emphasis on scientific thinking. 


U.S. Army adopts metric system as the 
basis for weaponry and related equip- 
ment. 

Several bills introduced to adopt or at 
least study metric conversion. 

Great Britain announces it was convert- 
ing to metric system. 

Congress approved a 3-year study by De- 
partment of Commerce on the feasibility 
of adoption of the metric system. 





THE METRIC SYSTEM 


1971 Commerce study issued. Recommends 


orderly adoption of metric system. 
1972- 
1975 
Dec. 23, Public Law 94-168 passed, U.S. to adopt 
1975 metric system. 


Approximately 20 bills introduced call- 
ing for adoption of metric system. 


After 154 years of debate, the Con- 
gress formally announced that it is the 
declared policy of the United States to 
coordinate and plan the increasing use 
of the metric system in the United States 
and to establish a United States Metric 
Board to coordinate the voluntary con- 
version to the metric system. 

Throughout these long years of de- 
bate, support for the metric system came 
largely from the scientists, educators 
and certain Government officials. They 
emphasized the system’s simplicity and 
utility. In more recent years, they also 
added the systems desirability if the 
United States was to continue to com- 
pete in the international trading 
markets. 

Opponents to the metric conversion 
stressed the lack of need for the sys- 
tem because America always dominated 
the world trading and technology areas. 
They also successfully argued that the 
costs of conversion would be high and 
the change would create unneeded con- 
fusion. Over the years the argument also 
persisted that America was closely tied 
to Great Britain in world trade and that 
commonality of weights and measures 


between the countries was necessary. 
Opponents in Great Britain also used 
this argument to oppose metric conver- 
sion in that country. In 1965 when Great 


Britain announced its plan to convert to 
the metric system this argument was 
weakened. Subsequently, Canada’s an- 
nouncement to convert to the metric sys- 
tem buried the argument. 

By 1971, the only countries in the 
world uncommitted to metric conversion 
besides the United States included: 


Barbados 
Burma 
Gambia 
Ghana 
Jamaica 
Liberia 
Muscat 
Oman 
Nauru 
Sierra Leone 
Southern Yemen 
Tonga 
Trinidad 


The year 1971 was the most recent re- 
start of the metric movement in the 
United States. In the 1970s, dozens of 
bills were introduced to the Congress 
and legislative action climaxed in De- 
cember 1975 with the passage of Public 
Law 94-168. Industry during this period 
was also making plans for its adoption 
of the metric system. Professional organ- 
izations such as the American Manage- 
ment Association conducted metric 
planning seminars for companies think- 
ing of making the conversion. Various 
companies adopted metric lines of prod- 
ucts. In general the United States in the 
1970s started a drift toward the metric 
system of weights and measures. 
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News & Notes 


Keller Receives Career 
Service Award 


Deputy Comptroller General Robert 
F. Keller received the Career Service 
Award from the National Civil Service 
League on November 16, 1976. The 
award was made in recognition of his 
long (41 years) record of exceptional ef- 
ficiency, sustained superior perform- 
ance and accomplishment. Presentation 
ceremonies were held at the Smithso- 
nian Institution Museum of Natural 
History, Washingon, D.C. 

Mr. Keller is the seventh person from 
GAO to receive this prestigious award. 
Earlier winners were: 


Lawrence J. Powers (1957) 
Charles M. Bailey (1971) 
Thomas D. Morris (1974) 
Ellsworth Morse (1968) 
Paul G. Dembling (1973) 
John E. Thornton (1975) 


GAO Credited on Government's 
Alcoholism Program 


During a visit with the Comptroller 
General and his top staff on November 
24, 1976, Dr. Lois R. Chatham, Director, 
Division of Special Treatment and Re- 
habilitation, ‘National Institute of Alco- 
hol Abuse and Alcoholism, HEW, cred- 
ited GAO with playing a key role in 
establishing the Federal Government’s 
alcoholism program. 
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Deputy Comptroller General Keller receives Na- 
tional Civil Service Award plaque from Comptrol- 
ler General Staats, as Roger W. Jones, a director 


of the National Civil Service League, looks on. 


In discussing alcohol abuse and alco- 
holism in the United States, Dr. 
Chatham said: 


“The United States of America is 
starting to completely reverse its 
position—from prior inattention and 
neglect of alcohol problems, to active 
interest and concern. For those work- 
ing in the alcoholism field it is gratify- 
ing to see that the beginning of the 
decade of the seventies brought with 
it a fundamental change in the field 
of alcoholism.”’ 
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* * * 


“T want to take this opportunity to 
recall to you the key role which the 
Comptroller General and his staff 
played in the turn-around which has 
occurred in the decade of the 70’s in 
our Government’s concern about al- 
coholism and what it is doing to our 
people. 

In May of 1970, Senator Harold E. 
Hughes, then Chairman of the Special 
Subcommittee on Alcoholism and 
Narcotics, requested that the Comp- 
troller General prepare a study to 
determine the cost savings which 
might be brought about in the Fed- 
eral Government through an employ- 
ee alcoholism program. 


The result of that request was this 
report— ‘Substantial Cost Savings 
from Establishment of Alcoholism 
Program for Federal Civilian Em- 
ployees’’ (dated September 28, 1970). 


This report was very persuasive. It 
demonstrated the potential for cost 
savings to the Federal Government as 
an employer through establishing oc- 
cupational alcoholism programs. 


A few days more than three months 
after this report was issued, legisla- 
tion was passed by the Senate and the 
House of Representatives, and was 
signed into law on New Years Eve, 
1970, as Public Law 91-616, which, 
among other things, created the Na- 
tional Institute on Alcohol Abuse and 
Alcoholism. ”’ 


The GAO report referred to by Dr. 
Chatham was prepared under the direc- 
tion of Philip Charam, former associate 
director of the Civil Division. His key 
assistant on this assignment was Irving 


T. Boker. 
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Viewpoint on Department of 
Defense Management 


The following notable commentary on 
how well the Department of Defense is 
managed comes from Allen Schick, Sen- 
ior Specialist in the Congressional 
Research Service. Writing on ‘200 
Years of Financial Management’’ in 
Armed Forces Comptroller (July 1976), 
Mr. Schick expressed his belief that 


ee 


. . in terms of financial manage- 
ment, the Department of Defense is 
far and away the best-managed orga- 
nization in the entire federal govern- 
ment. However, before you applaud, 
let me complete my statement. It is 
also far and away the worst managed 
organization in the federal govern- 
ment. So, we have a 50:50 split, and it 
is not hard to imagine why. It’s the 
best because it has the most intricate 
and difficult problems of financial 
management, for which it has devel- 
oped the most innovative solutions of 
the past quarter of a century. It is the 
worst because it has the most difficult 
problems, some of which you are still 
trying to remedy. When dealing with 
a hundred billion dollar budget, with 
installations spreading virtually all 
over the globe, with a complex orga- 
nizational structure, and with exten- 
sive contractual relationships, it is 
very difficult to maintain the kind of 
control which I am sure you men and 
women would like to maintain.’”’ 


Government Salary Tables 


For many years, GAO assumed re- 
sponsibility for the preparation and 
publication of the official salary tables 
for Federal employees. 
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Originally, the Comptrollers of the 
Treasury who preceded GAO did this 
work. GAO took over the job after it was 
established in 1921. The forms group in 
the former Office of Investigations of 
GAO had this function for years. This 
group continued to perform this service 
as it moved through later GAO reorgani- 
zations. 

In 1948 it became a part of the newly 


formed Accounting Systems Division.: 


This division lasted until the 1955 re- 
alignment when many of its functions, 
including preparation of salary tables, 
were transferred to the newly formed Ac- 
counting and Auditing Policy Staff. 

In 1960 questions began to be raised 
internally as to why this function was be- 
ing performed by GAO. Steve M. Brown, 
long associated with this work and at the 
time an associate director of the Ac- 
counting and Auditing Policy Staff, 
wrote about it as follows: 


“‘No one seems to know why the sal- 
ary tables have continued to be pre- 
pared and issued by the General Ac- 
counting Office. The only reasons I have 
found are: 


1. The former Comptrollers of the 
Treasury issued salary tables and 
advised disbursing officers that 
these tables would be used in set- 
tling the accounts of the disburs- 
ing officers. Later, the wording 
was changed to read that the 
tables were furnished for the in- 
formation and guidance of dis 
bursing officers and others con- 
cerned. This latter wording has 
been used by the GAO in issuing 
its salary tables. 

. Since the GAO auditors would 
need a table approved by the 
Comptroller General for use in 
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their audit of salary payments, it 
was felt there would be an overall 
savings to the Government if these 
tables were made available to all 
agencies, thus saving preparation 
by each agency of its own tables 
and assuring a uniform table for 
all agencies. 

. If the GAO did not issue a salary 
table, the head of any department 
or agency could have a table pre- 
pared and submit it to the GAO 
for an advance decision as to its 
correctness.” 

As a part of the effort to move out of 
GAO administrative tasks that more 
properly belong in the executive branch, 
arrangements were completed with the 
U.S. Civil Service Commission in 1965 


to take over the salary table work. 


New Government Audit Journal 


The Office of Inspector General of the 
U.S. Department of Housing and Urban 
Development has launched an audit 
journal for the benefit of its staff. Bear- 
ing the title Update, the first issue of the 
journal, which appeared in September 
1976, includes a lead article by Inspec- 
tor General James B. Thomas, Jr., on 
what the Office of Inspector General is 
all about. It consolidates into one organ- 
ization previously separate audit, ex- 
amination, inspection, 
and security groups. 


investigation, 


“The OIG represents the epitome of 
effective organization called for over 
the years by the General Accounting 
Office, the Congress and other inter- 
nal audit theorists on the grounds 
that the heads of departments must 
have their own in-house ‘eyes and 
ears’, responsible solely to them, inde- 
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pendent of operations and with unlim- Managing editor of Update is Stuart 
ited review jurisdiction.” Addison, a former GAO staff member. 


One Way to Save Money 


The Army in Europe could, as the Air Force is already doing, supply its hospi- 
tals in the European Theater directly from the United States. Currently the 
Army supplies its hospitals from operating stock through a wholesale depot 
operation in Europe. 

The Army could realize one-time savings of at least $2.7 million if it were to 
change to the direct support system through eliminations of stock excesses and 
shortened order-ship times. Portions of another $4.7 million would be available, 
depending on the stock adjustments that would have to be made in war reserve 
stocks. In addition, other immeasurable savings would accrue, due to changes in 
personnel requirements and other support costs. 


Unclassified digest of 

GAO report on U.S. Army’s 
management of medical 
supplies in Europe 

Oct. 19, 1976 (LCD-76-411) 
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Legislative 


Developments 


By JUDITH HATTER 
Chief, Legislative Digest Section 


The 94th Congress adjourned sine die 
on October 1, having enacted into law 
588 measures. It can be seen that the 
closing days of the Second Session were 
hectic when we consider that 138 laws 
were signed by the President after the 
adjournment date. 


Waiver of Claim and Miller 
Act Bond Procedures 


During the closing days of the session, 
Senator Edward Kennedy of Massachu- 
setts introduced a measure, S. 3870, to 
authorize the Comptroller General to 
prescribe the monetary limitation for 
waiver of claim actions by heads of 
agencies and secretaries of executive de- 
partments. 

The Senator indicated in his remarks 
that the Comptroller General would set 
the limitation on cases that may be adju- 
dicated at the agency level. Since this 
would be done by regulation, the need 
to return to Congress every few years to 
raise the monetary limitation consistent 
with the changes brought about by infla- 
tion and workload factors will be 
eliminated. 

Senator Kennedy also discussed the 
provisions of S. 3896, which would in- 
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prove the efficiency of processing re- 
quests for documents made pursuant to 
the Miller Act. 

He explained his reason for intro- 
ducing the legislation late in the session 
as follows: 


My purpose in introducing these 
bills at this time is to elicit reactions 
to them from interested persons and 
agencies prior to the start of the new 
Congress, so that we might be able to 
take action on them early in the new 
year.' 


The Comptroller General recommend- 
ed both pieces of legislation to the 
Chairman of the Senate Judiciary Com- 
mittee in a letter dated April 22, 1976, 
which is printed at the conclusion of 
Senator Kennedy’s statement. 


Federal Grant and 
Procurement Relationship 


On October 22, the President vetoed 
S. 1437, to distinguish Federal grant 
and cooperative agreement relation- 
ships from Federal procurement rela- 
tionships. The enactment of the legisla- 


'Congressional Record, Vol. 122, September 
29, 1976, p. S17119. 
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tion would have had the effect of adopt- 
ing the substance of two recommenda- 
tions of the Commission on Government 
Procurement. 

Gregory J. Ahart, director, Human 
Resources Division, testified before the 
Subcommittee on Legislation and Na- 
tional Security of the House Govern- 
ment Operations Committee in support 
of the measure as a significant step for- 
ward. 


Tax Reform Act of 1976 


One of the measures signed by the 
President after adjournment was the 
more than 400-page Tax Reform Act of 
1976 (Public Law 94-455, October 4, 
1976, 90 Stat. 1520). 

Included among the amendments to 
the Internal Revenue Code of 1954 was 
an amendment to section 6103 (relating 
to publicity of tax returns and disclosure 
of information as to persons filing tax 
returns) to establish a mechanism for in- 
spection and disclosure of returns and 
return information to the General Ac- 
counting Office for the purpose of, and 
to the extent necessary in, making an 
audit of the Internal Revenue Service or 
the Bureau of Alcohol, Tobacco and 
Firearms which may be required by sec- 
tion 117 of the Budget and Accounting 
Procedures Act of 1950. 


United States Soldiers’ and 
Airmen's Home 


Public Law 94-454, October 2, 1976, 
90 Stat. 1518, provides for additional in- 
come for the United States Soldiers’ and 
Airmen’s Home by requiring the Board 
of Commissioners to collect a fee from 
the members of the Home and by in- 
creasing deductions for the support of 
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the Home from the pay of enlisted men 
and warrant officers. 

The law provides that the Comptroller 
General conduct a study of the opera- 
tions of the Soldiers’ and Airmen’s 
Home with a view to determining short- 
and long-term financial needs, the ap- 
propriate function and operating effi- 
ciency of the Home. 

The results of the study are to be 
transmitted to the Committees on 
Armed Services of the Senate and House 
of Representatives on or before August 
1, 1977, together with comments and 
recommendations deemed appropriate. 


Toxic Substances Control Act 


Legislation to require testing and 
necessary use restrictions on certain 
chemical substances was signed by the 
President on October 11, 1976 (Public 
Law 94-469, 90 Stat. 2003). 

Among the requirements of the law is 
one that the Environmental Protection 
Administrator conduct a study of all 
Federal laws administered by him to 
determine whether and under what con- 
ditions, if any, indemnification should 
be accorded any person as a result of 
any action taken by the Administrator 
under any such law. 

The General Accounting Office is re- 
quired to review the adequacy of the 
study and report the results of its review 
to the Congress. 


Federal Surplus 
Property Donation 


Public Law 94-519, October 17, 1976, 
90 Stat. 2451, amends the Federal Prop- 
erty and Administrative Services Act of 
1949 to permit the donation of Federal 
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surplus personal property to State and 
local organizations for public purposes. 
Not later than 30 months after the ef- 
fective date of the act, and biennially 
thereafter, the General Services Admin- 
istrator and the Comptroller General are 


each required to report to the Congress 


giving (1) a full and independent evalua- 
tion of the operations of the act, (2) the 
extent to which the objectives have been 
fulfilled, (3) how the needs served by 
prior Federal personal property distri- 
bution programs have been met, (4) an 
assessment of the degree to which the 
distribution of surplus property has met 
the relative needs of the various public 
agencies and other eligible institutions, 
and (5) recommendations the Adminis- 
trator and the Comptroller General, 
respectively, determine to be necessary 
or desirable. 


Presidential Protection 
Assistance Act of 1976 


The Presidential Protection Assist- 
ance Act of 1976 (Public Law 94-524, 
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October 17, 1976, 90 Stat. 2475) estab- 
lishes procedures and regulations for 
protective services provided by the 
United States Secret Service. 

Expenditures made pursuant to the 
law are subject to audit by the Comp- 
troller General. 

Reports resulting from any audit are 
to be transmitted to the Committees on 
Appropriations, Judiciary, and Govern- 
ment Operations of the Senate and 
House of Representatives. 


General Accounting 
Office Testimony 


It is noteworthy that during the 2- 
year term of the 94th Congress just con- 
cluded, General Accounting Office of- 
ficials appeared 224 times before Com- 
mittees and Subcommittees of Congress 
to give expert testimony, information 
and advice. 





GAO STAFF CHANGES 


Robert A. Peterson 


Robert A. Peterson was designated an associate director in the General Govern- 
ment Division, effective November 7, 1976. In this position he is responsible for 
general government activities, including audits of the Department of the Treasury, 
Federal statistical programs, the legislative branch, Executive Office of the Presi- 
dent, and others. 

Mr. Peterson has had diverse experience with the General Accounting Office in 
the General Government Division and the former Civil Division. 

He joined GAO in 1964 after receiving a Bachelor of Science degree in business 
administration from the University of South Carolina. He received a Master of 
Science degree in financial management from the George Washington University in 


1971. He is a certified public accountant (Virginia) and a member of the American 
Institute of CPAs and the Washington Chapter of the National Association of Ac- 
countants. He also serves on the faculty of the Department of Agriculture Graduate 
School. 


Mr. Peterson received the GAO Meritorious Service Award in 1966, the GAO 
Career Development Award in 1970, and the General Government Division Direc- 
tor’s Award in 1976. 
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GAO STAFF CHANGES 


Arnold P. Jones 


Arnold P. Jones was designated an associate director in the General Government 
Division on November 7, 1976. He is responsible for planning, directing and report- 
ing on all postal related matters. 

Mr. Jones received an A.B. degree (mathematics) from Oberlin College in 1955 
and an M.A. degree (mathematics) from Catholic University in 1961. He served in 
the U.S. Army from 1956 to 1958. 

He joined GAO in 1973 after a varied career in both private industry and govern- 
ment, both Federal and local. He has most recently been responsible for GAO audits 


of drug law enforcement and Federal correctional programs. 
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Office of the 


Comptroller General 


The Comptroller General, Elmer B. 


Staats, addressed the following groups: 


Intergovernmental Financial 
Management Conference, on ‘‘Pros- 
pects for Resolution of Intergovern- 
mental Management Problems,”’ St. 
Louis, Mo., September 24. 


62nd Annual Convention of the Inter- 
national City Management Associa- 
tion, on ‘“‘Urban Management: A 
Look to the Future,”’ 
Canada, September 29. 


Toronto, 


Industrial College of the Armed 
Forces’ students in modern govern- 
ment management, on ‘‘Accountabili- 
ty in Government Management,” 


Washington, D.C., October 1. 


Annual meeting of the Institute of 
Medicine, National Academy of Sci- 
“Federal Policies for 
Regulating Carcinogenic Com- 
pounds,’ Washington, D.C., October 
28. 


1976-77 classes of the Industrial Col- 
lege of the Armed Forces and the Na- 
tional War College, on ‘‘External In- 
fluences on Defense Decisionmaking: 
The General Accounting Office,” 
Washington, D.C., November 5. 


ences, on 
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CAD/CAM IV Conference and Ex- 
position, on ‘‘Managing Future 
Change—A Perspective for Govern- 
ment, Labor and Industry Interac- 
tion,’ Dallas, Tex., November 15. 


1976-77 Congressional Fellows 
(American Political Science Associa- 
tion), on ‘“‘Changes in Mission and 
Capabilities of the General Account- 
ing Office,’’ Washington, D.C., 
November 19. 


Official inauguration ceremonies of 
the Justice (31 DE MARCO) Building, 
on ‘Relations Between GAO and the 
Congress,’” Sao Paulo, Brazil, De- 
cember 8-14. (Read, in Mr. Staats’ 
absence, by the American Consul 
General, Sao Paulo, on December 10) 


Following are recently published ar- 
ticles of the Comptroller General: 


“*Government 
day, Today, and Tomorrow, 
(adapted from an address before the 
Joint Conference—Intergovernmen- 
tal Audit Forums at New Orleans, 
La., January 14, 1976), Journal of Ac- 
countancy, October 1976. 


Auditing— Yester- 


9 


Statement as panel member of 
““Regulators and Their Critics 
Discuss Needs of Their Agencies in 
Upgrading the Caliber of Regula- 


tion,’ Regulatory Reform—A Role 
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Business Schools? (American 
Assembly of Collegiate Schools of 
Business), March 22-23, 1976. 


for 


The Comptroller General participated 
in the meeting of the International 
Organization of Supreme Audit Institu- 
tions governing board 
August 30 to September 1. 


in Vienna, 


E.H. Morse, Jr., Assistant Comptroller 
General, spoke in the distinguished 
speaker series at the Department of Ac- 
counting, College of Business 
Economics, University of Kentucky, in 


and 


Lexington on November 30. His subject 
was “Operational Auditing and the 
General Accounting Office.”’ 


Recently published articles of Mr. 
Morse are: 

“Operational or Performance Audit- 

ing of Government Activities,’ The 

Government Accountants Journal, 


fall 1976. 


““How Auditors Help Improve Gov- 
ernment Operations,’ The Internal 
Auditor, December 1976. 


Mr. Morse was recently appointed a 
member of the Long Range Planning 
Board of the Association of Government 
Accountants for the years 1977-79. 


Office Of The General Counsel 


Paul G. Dembling, general counsel, 
addressed the following groups: 
The Federal Bar Association Annual 
Convention, on ‘‘Proposed Treaty of 
Activities on the Moon”’ and ‘‘Legal 
and Administrative Remedies Pro- 
posed by the Commission on Govern- 
ment Procurement,’’ September 


15-16. 


The Department of the Navy Annual 
Labor Relations Conference, on ‘“‘The 
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Role of the GAO in Federal Service 
Labor Relations,’’ September 22 in 
Ocean City, N.J. 


The National Contract Management 
Association Bicentennial Symposium, 
on ‘‘Negotiated Procurement,”’ Sep- 
tember 30 in Philadelphia. 

The National Civil Service League on 
“The Role of GAO in Federal Labor 
Relations,’’ October 6. 


The National Graduate University on 
**GAO’s Consideration of Contracts 
Under Grants,’’ October 12. 


The Federal Bar Association/ Bureau 
of National Affairs Western Briefing 
Conference on ‘‘GAO’s Review of 
Complaints Under Federal Grants,” 
October 15 in San Francisco. 


A conference on Federal ADP pro- 
curement sponsored by the American 
Institute of Industrial Engineers, on 
“GAO and Federal Government ADP 


Procurement,’’ November 3. 
Milton J. Socolar, deputy general 
counsel: 


Addressed the 
Washington semester program at 


students attending 


American University on ‘“The Work 
of the General Accounting Office,”’ 
September 21. 

Spoke before the U.S. Army Materiel 
Development and Readiness Com- 
mand annual legal conference on 
“Current Outlook of GAO,’ Sep- 
tember 29. 


Paul 


counsel: 


Shnitzer, associate general 


Addressed the Aerospace Industries 
Association on “‘GAO’s Position on 


the Chiles Bill,’’ September 29-30 in 
Miami. 





PROFESSIONAL ACTIVITIES 


Participated in the Federal Bar Asso- 
ciation/Bureau of National Affairs 
17th Annual Western Briefing Con- 
ference on Government Contracts, 
October 12-16 in San Francisco. 


Addressed the U.S. Army Materiel 
Development and Readiness Com- 
mand Joint Procurement/Small 
Business Conference on ‘‘The Pro- 
tester, GAO, and You,’’ November 30 
in Hershey, Pa. 


Seymour Efros, assistant general 
counsel, addressed the 8th Annual Brief- 
ing Conference of the North Alabama 
Chapter of the Federal Bar Association 
on ‘Latest Developments Affecting Ma- 
jor Systems Acquisitons,’’ October 
18-19 in Huntsville. 


Martin J. Fitzgerald, assistant to the 
general counsel: 


Discussed ‘‘The Role of the GAO in 
Providing Analytical Support for the 
Congress’’ before a session of the In- 
stitute in the Legislative Function 
sponsored by the Civil Service Com- 
mission, September 23. 

Described the functions and activities 
of the General Accounting Office to a 
group of students participating in 
American University’s ‘‘Washington 
Semester Program,”’ October 13. 


Ronald Wartow, senior attorney ad- 
dressed the National Institutes of Health 
Research Contract Seminar, on ‘‘Com- 
petitive Negotiations,’’ October 27. 


Johnnie Lupton, attorney-adviser ad- 
dressed the Classification and Compen- 
sation Society on “‘The Role of the GAO 
in Federal Employee Compensation,” 
November 5. 


Office of Congressional Relations 


Samuel W. Bowlin, Legislative ad- 
viser, spoke before the following groups: 
Civil Service Commission’s Institute 
in the Legislative Function on GAQ’s 


support of the Congress, September 
20 in Washington, D.C. 


Federal Executive Institute, Washing- 
ton, D.C., on how GAO identifies con- 
gressional needs, September 22. 


Community and Economic 
Development Division 


Jim Wells and Frank Conte of the 
EPA staff and Marty Mortimer of the 
Philadelphia regional office discussed 
GAO reports dealing with coordination 
problems in monitoring radiation fall- 
out, at an EPA workshop in Philadel 
phia November 30. 


Brian Crowley, assistant director, 
spoke on the application of value engi- 
neering to waste water treatment plants, 
as seen by GAO, to the National Confer- 
ence on Value Engineering Techniques 
for Sewage Treatments, Plant Design 
and Construction, in St. Louis, Mo., 
November 16. 


Federal Personnel and 
Compensation Divison 


Harold E. Lewis, assistant director, 
and John J. Covaleski, supervisory 
auditor, participated in seminars and 
workshops on financial disclosure and 
ethical conduct at the Civil Service 
Commission’s conference of ethics 
counselors, held in Gettysburg, Pa., 
September 20-22. 
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Mr. Covaleski participated in the Na- 
tional Municipal League’s conference 
on public official and the public trust in 
San Francisco, December 1-3, 1976. He 
also spoke on Federal financial disclo- 
sure systems and participated in a panel 
discussion on the development of model 
legislation on conflicts of interest and fi- 
nancial disclosure. 


Donald O. Benedict, supervisory au- 
ditor, addressed the Armed Forces Rec- 
reation Society’s professional develop- 
ment institute on October 18 in Boston. 
His subject was ‘‘Appropriated Fund 
Support for Nonappropriated Fund Ac- 
tivities of the Department of Defense.”’ 


Supervisory auditors James R. Birk- 
land, Vincent A. DiCarlo, and John D. 
Gentry discussed recent FPCD reports 
with classes of the Industrial College of 
the Armed Forces on November 5. 


Financial and General 
Management Studies Division 


Donald L. Scantlebury, director: 


Presented the charter to the Mid- 
Florida Chapter of AGA at the chap- 
ter’s inaugural meeting on September 


13 in Orlando, Fla. 


Spoke on ‘‘The Financial Crisis We 
Are Facing Today” before: the New 
York chapter of AGA in New York 
City on September 21; the Boston 
chapter of AGA on September 28; and 
the northern New Jersey chapter of 
AGA in Totowa on October 14. 

Spoke on ‘‘The Role of the Forum’’ 
before the New-York-New-Jersey In- 
tergovenmental Audit Forum, New 
York City, September 22 and the New 
England Intergovernmental Audit 
Forum, Newport, R. I., September 27. 
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Spoke on ‘“‘The Financial Crisis We 
Are Facing Today’’ before a joint 
meeting of the San Francisco and 
Peninsula-Palo-Alto chapters of the 
AGA, October 19 in San Francisco 
and before the Honolulu chapter of 
AGA on October 21. 


Addressed a joint meeting of the 
Hawaii Society of Certified Public Ac- 
countants and the Institute of Inter- 
nal Auditors on October 20 in Hono- 
lulu. He discussed the current status 
of implementation of GAQO’s Stand- 
ards for Audit of Governmental Or- 
ganizations, Programs, Activities & 
Functions. Mr. Scantlebury was ac- 
companied by Jeff Eichner, Jr., su- 
pervisory auditor from the 
Francisco regional office. 


San 


Spoke on ‘‘The Accountant’s Role in 
Meeting Government Financial and 
Reporting Needs’ at the Los Angeles 
chapter of AGA, October 28. 


Addressed a conference on municipal 


reporting and disclosure, sponsored 
by the University of Texas, Austin, 
November 11, on ‘‘Another View of 
Municipal Accounting and Reporting 


” 


Problems. 


Harold L. Stugart, deputy director, 
participated in a meeting on ‘‘Labor- 
Management Relations and Personnel 
in State 
Government” on September 24 in 


Washington, D.C. 


Administration and _ Local 


Walter L. Anderson, associate direc- 
tor: 


Was an honored guest at the COMP- 
CON 76 computer conference Sep- 
tember 8, Washington, D.C. The oc- 
casion was the 25th anniversary of the 
computer society of the Institute of 
Electrical and Electronic Engineers 
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and a reunion of founders and former 
presidents. 


Spoke on ‘‘GAO’s Role in Effective 
Followup of Federal ADP Procure- 
ment”’ at the Federal ADP Procure- 
ment Conference, sponsored by the 
American Institute of Industrial 
in Arlington, 


Engineers, Va. on 


November 3. 


Spoke on ‘‘GAO’s Activities as They 
Relate to the Performance of Com- 
puter Systems’’ at the opening ses- 
sion of the Computer Performance 
Evaluation Users Group on No- 
vember 8, San Diego, Calif. 


Harry C. Kensky, associate director, 
and David Lowe, assistant director, 
presented a seminar on (1) acquiring 
financial management and other com- 
puter-based information systems and (2) 
reviews of Defense accounting systems 
in operation, at a joint session of the In- 
dustrial College of the Armed Forces 
and the National War College on No- 


vember 5. 


Earl M. Wysong, assistant director: 


Addressed the Denver chapter of the 
Association of Government Account- 
ants on October 14 on ‘GAO Systems 
Approval Function: ADP Viewpoint.”’ 


Addressed the Association of Com- 
puter Programmers and Analysts at 
its Sixth Annual Conferénce on No- 
vember 11, in Alexandria, Va., 
on‘‘Computer Auditing and Con- 
trolled Accessibility.’ A paper was 
published along with proceedings for 
the conference in Pathways to the 
Future, November 1976. 


Was awarded the certificate for cer- 
tified manager by the Institute of Cer- 
tified Professional Managers. 
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Joseph L. Boyd, assistant director, 
spoke on ‘“‘The Computer as an Audit 
Tool’’ before the New York-New Jersey 
Intergovernmental Audit Forum, New 
York City, September 22. 


Robert J. Ryan, assistant director: 


Addressed the Toledo chapter of the 
Ohio State Society of CPAs on ‘‘Audit 
Standards for Grant Audits,’’ Septem- 
ber 8. 


Participated as a panelist at the 
September 30 meeting of the South- 
eastern Intergovernmental Audit 
Forum in Lexington, Ky. 


Participated, along with MW. A. 
Broadus, Jr., assistant director, in a 
State auditors discussion group con- 
cerned with issues and problems fac- 
ing State auditors, sponsored by the 
National Association of State 
Auditors, Comptrollers, and Treas- 
urers, Charleston, S.C., November 
15-17. 


Conducted a seminar session on 
““GAO Audit Standards”’ through the 
Interagency Auditor Training Center 
in San Francisco, November 18-19. 


W. A. Broadus, Jr.: 


Participated in an audit workshop for 
staff of Kentucky’s State Auditor of 
Public Accounts at Frankfort, Sep- 
tember 17. Mr. Broadus’ presentation 
was on ‘‘GAOQ’s Audit Standards.”’ 


Chaired a panel at the October 13 
meeting of the Mid-Atlantic Inter- 
governmental Audit Forum in Buck 
Hill Falls, Pa. The panel discussed 
how the forum can best accomplish its 
goal of coordinating Federal, State, 
and local audits. 


Moderated a panel on ‘‘The Ins and 
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Outs of Financial Management for 
Federal Grants’? sponsored by the 
Federal Grants Information Center 
and Association of Government Ac- 
countants, Washington, D.C., No- 
vember 19. 


George Egan, assistant director: 


Spoke on ‘‘GAO/DOD Relation- 
ships’’ for the military comptroller 
course at Air University, Maxwell Air 
Force Base, Ala., September 13. 


Spoke on ‘Dilemma of Auditing 1000 
Grant Programs’ at the Chicago 
chapter of AGA on October 21. 


Kenneth A. Pollock, assistant direc- 
tor: 


Spoke on “‘EDP Auditing and You”’ 
before the Americas Univac Users 
Association, October 18, Washington, 
D.C. 


Addressed the IEEE Cybernetics 
Symposium on ‘‘The Vulnerability of 
the Computer Society,’’ November 2, 
Washington, D.C. 


Ernest H. Davenport, assistant direc- 
tor: 


Presented a report of the minority 
recruitment and equal opportunity 
program to the AICPA Council on Oc- 
tober 23, together with a funding pro- 
posal for the Accounting Education 
Fund for Disadvantaged Students. 


Served as a panel member on 
**Trends in Public Service’? on Oc- 
tober 25, at the AICPA annual meet- 


ing in Philadelphia. 

William Johnston, assistant director; 
Karen Bracey, operations research anal- 
yst; and Richard Fogel, assistant direc- 
tor, GGD, had an article, entitled 
“*GAO’s Experience in Assessing the Ef- 
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? 


included in a 
book published by Lexington Books. 
The book, Operations Research in Law 
Enforcement, Justice, and Societal Se- 
curity, edited by Sidney H. Brounstein 
and Murray Kamrass, is a compendium 
of papers presented at a 1975 sym- 
posium of the Washington Operations 
Research Council and the District of 
Columbia chapter of the Institute for 


fectiveness of Probation,’ 


Management Science.The major focus 


of the book is on quantitative ap- 
proaches to the varied problems of law 
The article by Mrs. 
Bracey, Mr. Fogel, and Mr. Johnston 
discussed the development and meth- 
odology used in applying mathematical 
models in the field of probation. The 
results of their work in this area were in- 
cluded in the GAO report, ‘State and 
County Probation: Systems in Crisis,” 
(GGD-76-87, May 1976). 


Brian Keenan, 


enforcement. 


supervisory opera- 
tions research analyst, had a_ book 
review on The Economics of Human 
Service by Gerald Rosenthal, 
lished in the 
Hospital and Community Psychiatry, a 
journal of the American Psychiatric 
Association. 


pub- 


November issue of 


Ronald Points, supervisory systems 
accountant, has been appointed to serve 
on the newsletter committee of the new- 
ly organized Public Sector Section of 
the American Accounting Association. 


Brian L. Usilaner, assistant direc- 
tor: 


Addressed the National Academy of 
Public fall 
meeting, September 20, Washington, 
D.C. He spoke on ‘Productivity and 
Its Implications to Public Sector 
Managers.” 


Administration at its 
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Addressed the American Society for 
Public Administration, region IV an- 
nual Conference, on ‘‘Productivity 
and the Budget Process’’ at Ocean 
City, Md., October 15. 


Spoke on ‘‘Productivity—Its Mean- 
ing To Managers’’ at the Suncoast 
Management Institute, St. Peters- 


burg, Fla., November 9. 


Edwin J. Soniat, supervisory systems 
accountant: 

Participated in a panel on ‘Federal 

Productivity’? at the ASPA Region I 

and II Conference, October 15, Bos- 

ton, Mass. 

Addressed the October Luncheon 

Meeting of the Tidewater Chapter of 

ASPA on October 22, Norfolk, Vir- 

ginia. He spoke on ‘‘Federal Produc- 

tivity.” 

Participated in a panel on productivi- 

ty at the International Management 


Association, National Conference at 
Washington, D.C., November 30. 


Joseph H. Myers, 


analyst: 


management 


Participated as a panelist in the 
North Carolina Productivity Commis- 
sion kick-off meeting on October 22 
at Raleigh, N.C. The panel topic was 
“‘Federal Efforts to Improve State 
and Local Government Productivity.”’ 


Addressed Cornell University’s 
Public Sector Symposium on ‘‘An In- 
novative Method to Improve Produc- 
tivity’’ at Ithaca, N.Y., November 19. 


Joint Financial Management 
Improvement Program 


Donald C. Kull, executive director: 


Spoke on the Joint Financial Manage- 
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ment Improvement Program at a 
meeting of the Federal Executive In- 
stitute’s development program on 
September 22, at GAO in Wash- 
ington, D.C. 


Presided over the Summary Plenary 
Session of the Intergovernmental Fi- 
nancial Management Conference on 
September 24, in St. Louis, Mo. 


Spoke on the JFMIP Money Manage- 
ment Study at a “‘Money Transfer 
Workshop”’ sponsored by Technology 
Management Incorporated on No- 
vember 18, in New York. 


General Government Division 


William J. Anderson presented a 
speech before the Dallas chapter, As- 
sociation of Government Accountants, 
on ‘‘Management Control—The Uncer- 
tain Role of Internal Audit,’’ November 
18. 


Norman Stubenhofer; Richard Wil- 
son; and Martha Brockway, GAO con- 
sultant, presented the results of GAQ’s 
review of the relationship of learning 
problems and juvenile delinquency at 
the Youth in Trouble Conference in 
Beaumont, Tex., October 15. 


Human Resources Division 


Director Gregory J. Ahart, ac- 
companied by associate directors Ed- 
ward A. Densmore and Stephen J. 
Varholy, presented a seminar to the 
staff of the Institute of Medicine, 
National Academy of Sciences, 
Washington, D.C., on September 16. 
Subject: ‘‘Overview of the Operations of 
GAO, With Emphasis on the HRD 


Division and Health Activities.”’ 
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Milan Hudak, supervisory auditor, ad- 
dressed a meeting of the committee on 
evaluation of employment and training 
programs, National Research Council of 
the National Academy of Sciences in 
Washington, D.C., on September 10. 
The address dealt with GAO approaches 
to identifying potential violations of 
maintenance-of-effort provisions of the 
Comprehensive 
Training Act. 


Employment and 


Raymond J. Kowalski, supervisory 
auditor, and Bernard Lowery, audit 
manager, Denver regional office, gave a 
presentation based on GAO’s current 
review of the impact and enforcement of 
the Davis-Bacon Act’s prevailing wage 
determinations for Federal construction 
projects, at the Associated General Con- 
tractors, Inc., mid-year conference in 
San Antonio, Tex., October 9. 


Thomas J. Schulz, supervisory 
management analyst, spoke on Sep- 
tember 10 to the executive board of the 
Group Health Association of America, 
Inc., in Washington, D.C., on issues 
raised by the GAO report entitled, ‘‘Fac- 
tors That Impede Progress in Im- 
plementing the Health Maintenance 
Organization Act of 1973.”’ 


Edward R. Tasca and Frank Guido, 
supervisory auditors, participated in a 
panel discussion on ‘Federal Agencies’ 
Employee Alcohol and Drug Abuse 
Program—Success or Failure?”’ at an 
alcohol and drug abuse seminar spon- 
sored by the Department of Agriculture, 
in Washington, D.C., on September 
14-15. 


Sandra J. Roupp, supervisory auditor, 
participated in a panel discussion on 
fiscal management-audit procedures on 
September 17, at the fall meeting of the 
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Delaware-D.C.-Maryland Association of 
Student Financial Aid Administrators. 


international Division 


Forrest R. Frank, international 
relations specialist, had an article en- 
titled ‘‘Nuclear Terrorism and the 
Escalation of International Conflict’’ 
published in the Naval War College 
Review (fall 1976). The Army Chief of 
Staff requested and received permission 
to republish the article so that a copy 
could be sent to every general officer in 
the Army. 


Logistics and Communications 
Division 

C.O. Smith, assistant director, and 
Dr. Harold Podell, supervisory auditor, 
received certificates of appreciation on 
June 15, recognizing outstanding ser- 
vice to the Interagency Committee on 
Data Processing, as Chairman and Vice 
Chairman of its special interest group 
for evaluation and review. 


Henry W. Connor, associate director, 
led a session of the seminar conducted 
by the National Defense University 
titled, ‘‘External Influences on Defense 
Decisionmaking: The General Ac- 
counting Office,’ at the Industrial 
College of the Armed Forces, Novem- 
ber 5. 


Allen W. Sumner, assistant director, 
and J. K. Brubaker, audit manager, par- 
ticipated as guest lecturers at the Defen- 
se advanced traffic management course, 
U.S. Army Transportation School, Ft. 
Eustis, Va., September 30. 


Werner Grosshans, associate director, 


conducted a training seminar on 
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program evaluation for the Interagency 
Auditor Training Center in Bethesda, 
Md., on October 14 and 15. 


Carmen Smarrelli and James Morris, 
assistant directors, participated in the 
National War College lecture program 
on November 5. Mr. Smarrelli discussed 
DOD’s management of equipment at in- 
dustrial facilities and Mr. Morris 
discussed GAO’s work at the Naval Air 
Rework facilities. 


Andrew B. McConnell and Clifford 
Melby, audit manager, presented a 
workshop entitled ‘‘Procurement 
Auditing—Stretching the Taxpayers 
Dollar’ at the 32d annual conference of 
the National Institute of Governmental 
Purchasing in St. Louis, Mo., October 
18-19. 


Dr. John G. Barmby, assistant direc- 
tor: 


Conducted a seminar at the Industrial 
College of the Armed Forces, 
Washington, D.C., on September 28. 
The topic was ‘‘Application of 
Analytical Techniques— Defense 
Analyses in the GAO.”’ 


Was a panelist in a seminar on 
“Congress and National Security 


Policy’? sponsored by _ the 
Congressional Research Service, 
Washington, D.C., on October 6-7. 


Presented a paper entitled ‘‘Alter- 
natives for Meeting Mobilization 
Requirements’’ at the Army 
Operations Research Symposium at 
Ft. Lee, Va., on October 27. 


Jack S. Heinbaugh, assistant director, 
led a seminar on ‘‘Contractors’ In- 
dependent Research and Development’’ 
and John A. Rinko, assistant director, 
led a seminar on ‘‘Productivity in the 
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U.S. Shipbuilding Industry,’’ for In- 
dustrial College of the Armed Forces 
and National War College participants 
at the National Defense University, 
Washington, D.C., on November 5. 


Franklin V. Willis and Robert D. 
Balderston, supervisory auditors, par- 
ticipated in meetings of the Federal 
Laboratory Consortium in Berkeley, 
Calif., on November 9-11. 


Program Analysis Division 


Harry S. Havens, director, spoke on 
“GAO and the New Congressional 
Budget Process’’ at the Brookings ac- 
countants roundtable conference, 
Washington, D.C., on November 18. 


Keith Marvin, associate director: 


Appeared on one panel and chaired 
another panel on program evaluation 
at a program cosponsored by the 
National Council of Associations for 
Policy Sciences and the Council for 
Applied Social Research in 
Washington, D.C., October 12. 


Participated in a panel discussion on 
“The Role and Value of Audit and 
Evaluation Standards,”’ sponsored by 
the legislative program evaluation 
and post-audit sections of the 
National Conference of State 
Legislatures, in Kansas City, Mo., 
September 1-3. 


Participated with Wallace Cohen, 
assistant director, and Robert Ker- 
shaw, management auditor, in a sym- 
posium and workshop sponsored by 
the National Institute of Law En- 
forcement and Criminal Justice and 
the Mitre Corp., McLean, Va., 
November 17-19. 
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Kenneth W. Hunter, associate direc- 
tor, has been appointed to the research 
committee of the newly organized public 
sector section of the 
counting Association. 


American Ac- 


Wallace M. Cohen, assistant director: 


Spoke on ‘‘Program Evaluation and 
Its Relation to the Budget Process”’ 
at an executive development seminar 
sponsored by the Department of 
Justice, Washington, D.C., November 
12. 


Chaired a panel discussion on 
“‘Federal Program Evaluation: GAO’s 
Perspective’? at an open meeting of 
the Association for Public Program 
Analysis in Washington, D.C., Oc- 
tober 27. 


Spoke on ‘‘Program Evaluation— The 
Federal Perspective’’ at the national 
meeting of Operation Research 
Society and the Institute of 
Management Science, in Miami, Fla., 
November 6. 


With Harry Weintrob, supervisory 
operations research analyst, spoke on 
‘‘Program Evaluation and Its Impact 
on Federal Decisionmaking’’ at the 
Federal Executive Institute in 
Charlottesville, Va., November 22. 


James L. Kirkman, supervisory 
auditor, addressed American University 


and Department of Agriculture 
Graduate School classes, October 12-13, 
on selected aspects of GAO assistance to 
the Congress in oversight and 
budgeting matters. The American 
University students were participants in 
the university's ‘‘Washington 
semester’? program, in which students 
from various parts of the country spend 
a semester in Washington learning first- 
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hand about the operation of the Federal 
Government. 


Procurement and Systems 
Acquisition Division 


Jerome H. Stolarow, deputy director, 
was the keynote speaker for the Fifth 
Annual Department of Defense Procure- 
ment Research Symposium at the Naval 
Postgraduate School, Monterey, Calif., 
on November 18. He spoke on ‘‘What 
Kind of Procurement Research?’’ An- 
drew B. McConnell, associate director, 
also participated in the symposium as a 
panel member on the general session en- 
titled “‘Reconciling Organizational In- 
terest in Procurement Research.”’ 


John F. Flynn, deputy 


together with his senior staff members, 


director, 


conducted a general procurement sym- 
posium in Charlottesville, Va., October 
27-29. 


Morton A. Myers, deputy director, 
served as a member of the Program 
Planning Committee for the 30th Na- 
tional Conference for the Advancement 
of Research at Temple University, Phila- 
delphia, September 29 to October 1. 


Frank P. Chemery, associate director: 


Presented a case study on productivi- 
the 
management class at the University of 
Southern California’s Washington 
Public Affairs Center, Washington, 
D.C., on August 30. 

Spoke on ‘‘GAO’s Role in Major Sys- 
tems Acquisition’’ at a seminar for 
Industrial College of the 
Forces and National War College par- 


ty measurement to advanced 


Armed 


ticipants at the National Defense 


University, Washington, D.C., on 
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November 5, and at the Defense Sys- 
tems Management School, Fort Bel- 
voir, Va., on November 17. 


Participated in a Congressional 
Research Service policy seminar on 
alternative military strategies at the 
Library of Congress, Washington, 
D.C., on November 5. 


Field Operations Division 


Atlanta 


Marvin Colbs, regional manager: 


Received a plaque from the president 
of the University of Georgia in appre- 
ciation for service throughout the 
year as Distinguished Practitioner- 
Lecturer, September 25. 


Addressed students and faculty at 
West Georgia College on ‘‘Roles and 
Missions of the GAO,’’ November 10. 


Spoke to accounting students and 
faculty at Georgia State University on 
“Auditing in the Government Envi- 
ronment,’ November 11. 


Addressed the annual banquet of the 
Beta Mu chapter of Beta Alpha Psi on 
“‘Accountability,’” November 13. 


A. L. Patterson, assistant manager, 
addressed 
conference of the 


the national 
Soil Conservation 
Service on ‘‘GAO’s Role in Congres- 
sional Oversight,’ at Orlando, Fla., May 
25. 


management 


Chicago 


Gilbert Stromvall, regional manager: 
Addressed the Federal Regional 
Council, Chicago, on ‘“The Develop- 


ment and Application of Uniform Au- 
dit Procedures While Auditing Multi- 
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ple Agency Programs Folded Into a 
Single Grant Through the Joint 
Funding Simplification Act,’’ August 
3. 

Was appointed August 3 to a Federal 
Regional Council task force on in- 
tergovernmental relations, on which 
are represented Federal officials, 
State legislators, Governors, city 
managers, municipal leagues, town- 
ships, and county executives, in the 
States of Minnesota, Wisconsin, IIli- 


nois, Indiana, Michigan, and Ohio. 


Represented GAO at the AICPA Con- 
ference on Industry and Government, 
in Chicago on September 23. 


Chaired the Midwestern Intergovern- 
mental Audit Forum meeting at Indi- 
anapolis, October 26-27. 


Mr. Stromvall was also appointed 
government committee chairman for the 
Chicago chapter of the Institute of In- 
ternal Auditors for 1976-77. William 
Schad, manager, was ap- 
pointed as chairman, Public Affairs 
Committee; Lee Kovale, supervisory 
auditor, was elected to the board of 
governors and named chairman of the 
membership and admissions committee 
for the same chapter. 


assistant 


Mr. Schad was also appointed execu- 
tive administrator for the Midwestern 
Intergovernmental Audit Forum, No- 
vember 5. 


Dan White, assistant manager, ad- 
dressed the Chicago area Federal Au- 
tomatic Data Processing Council, on 
“‘Auditing a Computer Installation,”’ 
April 6. He was also named to the ad hoc 
committee on interchange of ADP ap- 
plications and systems, Midwestern In- 
tergovernmental Audit Forum, Novem- 
ber 15. 
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Velma Butler, auditor, was elected 
secretary of the Chicago chapter of the 
Association of Government Accountants 


for 1976-77. 


manager, was elected to the board of 


Clem Preiwisch, audit 
directors and appointed chairman of the 
intergovernmental committee. Ken 
Boehne, supervisory auditor, and Larry 
Feltz, auditor, were elected to the board 
of directors, and appointed newsletter 
chairman and public relations chair- 
man, respectively. 

Bobbie Sellers and Harriet Drum- 
mings, management auditors, were 
elected chairperson and cochairperson, 
respectively, for the Federal Women’s 
Program Interagency Council, region V, 
for 1976. Karyn Bell, secretary and Fed- 
eral Women’s Program Council chair- 
person, was elected recording secretary 
for the Council. 


Ms. Sellers was also elected corre- 
sponding secretary of the Chicago chap- 
ter, Federally Employed Women, for 
1976-77. 


Stewart Herman, audit manager, was 
named 1976-77 Chicago coordinator for 


the Association of Government Ac- 
countants task force to improve training 
on operational auditing. 


Bruce Hupfer, management auditor, 
spoke to the youth of St. Thomas the 
Apostle Church, Crystal Lake, Ill., on 
“The Role of Government in a Chang- 
ing Society,’ April 25. Mr. Hupfer also 
taught ‘Introduction to Business’ at 
College of Dupage, Glen Ellyn, IIl., for 
1975-76. 


Donley E. Johnson, auditor in charge, 
addressed the Corporate Council Asso- 
ciation of Minnesota on ‘‘The General 
Accounting Office—How Its Field 
Operations Affect You,’’ at Min- 
neapolis, October 21. 
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Paul Wilson, supervisory auditor, and 
Mark Huber, management auditor, are 
serving terms as president and secre- 
tary, respectively, of the Twin Cities 
chapter of the Association of Govern- 
ment Accountants for 1976-77. Verne 
Gilles, supervisory auditor, and Robert 
Carmichael and John Wanska, manage- 
ment auditors, serve on the chapter’s 
board of directors. 


Ms. Gilles is also serving as coor- 
dinator of the Twin Cities chapter of the 
Association of Government Accountants 
in presenting a course in fundamental 
accounting and financial management 
at the Mille Lacs Indian Reservation, 
Onamia, Minn., for the fall 1976 semes- 
ter. Mr. Wilson and Darrell Rasmussen, 
auditor, are serving as instructors for 
the course. 


Cincinnati 


Arthur D. Foreman, supervisory 


auditor, served as an instructor in 
several ADP system workshops, held 
June 10-11 and October 21-22, which 
were sponsored by the Ohio Society of 
CPAs. Mr. 
vice president of the Cincinnati chapter 
of the EDP Auditors Association for 
1976-77. 


Foreman was also elected 


Dale E. Ledman, audit manager, is 
serving as president-elect for the Cincin- 
nati chapter of the Association of Gov- 
ernment Accountants for 1976-77. 


Marilyn K. Blake, auditor, is serving 
as a director for the local chapter of the 
Association of Government Accountants 


for 1976-77. 


Dallas 


L. Neil Rutherford, 


manager, spoke at a Council of Govern- 


assistant 
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the 
Area Council, 
September 30. His topic was ‘‘Per- 


’ 


ments seminar sponsored by 
Houston-Galveston 


formance Evaluation.’ 


R. Peter Taliancich, audit manager, 
spoke to a meeting of the University of 
New Orleans Accounting Association 
about the functions of GAO, September 
28. 


Denver 


Robert L. Thames, auditor, discussed 
employment opportunities in the Feder- 
al Government, as a participant in a 
black student program at the University 
of Denver, September 6. Mr. Thames 
was also nominated to serve a 3-year 
term, beginning July 1, 1977, on the 
board of directors of the University of 
Denver alumni association. 


Lowell E. Hegg, supervisory auditor, 
was appointed Federal accounting rep- 
resentative to the Denver public 
schools’ committee on career education, 
for an indefinite term. 


Detroit 


Walter C. Herrmann, Jr., regional 
manager, addressed the Rochester, 
Michigan, chapter of the Rotary Club on 
“The Role of GAO,’’ September 28. He 
was also reappointed as chairman, man- 
agement improvement committee, De- 
troit Federal Executive Board. John P. 
Competello, assistant manager, will 
again serve as vice chairman of the com- 
mittee. 


Mr. Competello, along with Robert R. 
Readler, supervisory auditor, attended a 
Beta Alpha fraternity meeting at Wayne 
State University, October 22. Mr. Com- 
petello spoke on ‘‘Career Opportunities 
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in GAO.”’ The attendees included repre- 
sentatives from public, private, and Gov- 
ernment accounting organizations. 


Milo L. Wietstock, assistant manager, 
has been elected president of the Detroit 
chapter of the Association of Govern- 
ment Accountants for 1976-77. Frank P. 
Mioni, auditor, was elected secretary/ 
treasurer; Robert J. Piscopink, Robert 
C. Gray, and Frank L. Reynolds, audit 
managers, are serving on the chapter’s 
program committee; and Chester A. 
Sipsock, supervisory auditor, is serving 
as chairman of the membership commit- 
tee. 


Kansas City 


Ken Luecke, assistant manager, dis- 
cussed GAO’s role in evaluating prog- 
ress in administering Public Law 91- 
646, at the Missouri-Kansas Federal 
relocation and land acquisition work- 
shop in Kansas City, Mo., October 15. 


Steve Thummel, auditor, discussed 
GAO’s responsibilities in governmental 
accounting at ‘‘Accounting Outlook 
Day,” held by Kansas State College, 
Pittsburg, Ks., October 28. 


Conrad Hudson, supervisory auditor, 
and Suzanne Valdez, management au- 
ditor, discussed the evaluation of inter- 
nal controls of food stamp vending by 
contractors, before the Mid-America In- 
tergovernmental Audit Forum at Jeffer- 
son City, Mo., July 21. 


Los Angeles 


Victor Ell, audit manager, spoke on: 
““GAO—Three Letters for Better 


Government,’ to business leaders of 
the City of Commerce, Chamber of 
Commerce, September 21. 
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“Operational Auditing,’ in a half- 
day seminar for professional account- 
ants at California State University, 
Los Angeles, September 25. 


“Updating in Operational Auditing 
Standards and Their Applications,” 
at California State University, Los 
Angeles, as part of a half-day seminar 


on ‘A Common Body of Knowledge, 
October 9. 


Gerald F. Hensley, auditor, spoke on 
career opportunities with GAO to the 
Beta Lambda chapter of Beta Alpha Psi 
at the accounting career day seminar at 
California State University, Los Ange- 
les, October 12. 


New York 


Nicholas Zacchea, audit manager, 
and Rudy Plessing, management 
auditor, conducted a 2-day seminar on 
operational auditing for the New York 
City Comptroller’s audit staff, Septem- 
ber 9-10. 


Mr. Zacchea also spoke to senior ac- 
counting students at C.W. Post College, 
Greenvale, N.Y., ‘September 30, re- 
garding career opportunities in GAO. 


Martin Mattler and Stephen Eisen- 
berg, auditors, spoke at a career conver- 
sation program sponsored by Columbia 
University’s School of International Af- 
fairs, October 20. They discussed GAO’s 
mission and the work of the Interna- 
tional Division. 


Norfolk 


Thomas C. Stevenson, Jr., and Nixon 


D. Williams, supervisory auditors, have 
been elected vice president and profes- 
sional development and technical pro- 


gram director, respectively, of the 
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Hampton Roads chapter of the National 
Association of Accountants, for 1976-77. 


Paul A. Latta, management auditor, 
and Otto Williams and Clementine S. 
Dixon, auditors, have been elected to 
serve on the nominating committee, 
membership committee, and program 
committee, respectively, of the Virginia 
Peninsula chapter of the Association of 
Government Accountants for 1976-77. 


James S. Windschitl, supervisory au- 
ditor, and Carol L. Meyer, management 
auditor, participated in ‘‘Federal Ca- 
reer Day”’ at the College of William and 
Mary, Williamsburg, Va., October 12. 


Merle K. Courtney, supervisory 
auditor, was a panelist at the University 
of Virginia’s Colgate Darden Graduate 
School of Business Administration, dis- 
cussing career opportunities in the pub- 
lic sector, November 5. 


Philadelphia 


Richard G. Halter, supervisory au- 
ditor, and Thomas J. Cassidy, auditor, 
conducted a ‘‘Dialogue with the GAO 
Auditors’’ at the quarterly symposium 
of State Rehabilitation Agency directors 
(HEW region III), October 21, in Phila- 
delphia. Messrs. Halter and Cassidy 
were assisted by George R. Boyer, 
auditor, in a similar presentation before 
officials of the Pennsylvania State Re- 
habilitation Agency at Carlisle, October 
26-27. 


San Francisco 


William N. Conrardy, regional man- 
ager, and Jack L. Woosley, audit 
manager, spoke to the Civil Service 
Commission region and area managers 
concerning GAO’s ongoing and planned 
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work in the area of personnel manage- 
ment, September 17. 


Larry Peters, assistant manager, dis- 
cussed employment opportunities in the 
Federal Government, at the University 
of Denver, as a participant in a black 
student program, September 6. 


Jack Erlan, audit manager, spoke 
before members of the Association of 
Labor Management Administrators and 
Consultants on Alcoholism at their San 
Diego alcoholism conference, October 
22. Mr. Erlan’s talk concerned GAO’s 
review of Federal employee alcoholism 
programs. 


James A. Brucia, audit manager, ad- 
dressed a public program management 
class at Berkeley Executive Seminar 
Center, August 19. Mr. Brucia’s subject 
was “Congressional Oversight— Man- 
agement Accountability and Role of the 


GAO.” 


Kenneth J. Howard, auditor, and Jake 
Karmendy, management auditor, spoke 
on GAO’s role in the Federal Govern- 
ment, operational auditing and other 
GAO functions before the Beta Alpha 
Psi chapter of San Francisco State 
University, October 25. 


Seattle 


Rodney E. Espe, audit manager, 
spoke to the government accounting 
committee of the Washington Society of 
CPAs, November 18. His subject was 
“*GAO’s Audit Standards, Their Mean- 
ing and Significance for CPAs.”’ 


Roger D. 
auditor, has been selected by the U.S. 


Hayman, supervisory 
Civil Service Commission to instruct two 
accounting courses for Federal account- 
ants in the Seattle region during 1977. 
Under a cooperative agreement, Mr. 
Hayman will conduct 1-week classes in 
(1) governmental bookkeeping and ac- 
counting in Portland, and (2) practice 
problems in governmental accounting in 
Seattle and Anchorage. 


Aurelio P. Simon, audit manager, ad- 
dressed the Seattle club of the Kiwanis 
International, August 31. He discussed 
the role of GAO, its activities, and the 
impact of its reviews on the Northwest. 


Henry W. Tomlinson, management 
auditor, and R. Howard Donkin, au- 
ditor, spoke to the Beta Alpha Psi chap- 
ter at the University of Washington, Oc- 
tober 5. They presented GAO’s role in 


Government and discussed approaches 
to management and financial auditing. 
This was a part of the Seattle regional 


office’s bicentennial speech program. 


Washington 


On November 3, the regional office 
was named “‘employer of the year’’ by 
the American University for efforts and 
the School’s coop- 
erative education program. The award 
is a plaque which was presented during 
a luncheon on December 1. Fred 
Bigden, supervisory auditor, who is the 
principal architect and current liaison 
for the program, accepted the award 
for the regional office. 


participation in 
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Successful Candidates— 
May 1976 CPA Examination 


Listed below are the employees who passed the May 1976 CPA examination. 


Name 


Stanton J. Rothouse 
Mark C. McLachlan 
Stanley J. McLeod 
Lester J. Krings 


Russell M. Greata 
William H. Price, Jr. 
Richard A. Quinn 


Name 


Frederick Lundgren 
Patrick C. Dolan 
Robert T. Ferschl 
Marilyn K. Blake 
Edmund J. Mihalski 
William R. Brace 
John R. Rygiel 
Scott D. Sorensen 
Ronald G. Viereck 
Clementine S. Dixon 
David J. Toner 
Gary W. Bowser 
Janis E. Combs 
Raymond H. Depp 
Lawrence M. Korb 


Arthur E. Sullivan, Jr. 


David T. Witte 
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Washington 
Division or Office 


Community and Economic 


Development 
Federal Personnel and 
Compensation 
Financial and General 
Management Studies 
Human Resources and 
Development 
International 
International 
Staff Development 


Regional Office 


Boston 
Chicago 
Chicago 
Cincinnati 
Dallas 
Dallas 
Detroit 

Los Angeles 
Los Angeles 
Norfolk 
Seattle 

Falis Church 
Falls Church 
Falls Church 
Falls Church 
Falls Church 
Falls Church 


State 


Virginia 
Maryland 
Maryland 
Virginia 


Michigan 
Virginia 
Maryland 


State 
Massachusetts 
Illinois 
Illinois 
Ohio 
Louisiana 
Michigan 
Michigan 
California 
California 
Virginia 
Washington 
Pennsylvania 
Maryland 
Virginia 
New York 
Virginia 
Maryland 











New Staff Members- 


i ), 








The following new professional staff members reported for work between August 
16, 1976 and November 15, 1976. 


Office of Staff 
Development 


Office of the General 
Counsel 


Program Analysis 
Division 


Claims Division 


Conway, Charles C. 
Donnelly, Edward J. 
Eddington, Brian W. 
Lilliendahl, Alfred S. 
Loiacono, Philip F. 


McKenzie, Loucious R. 


O’Brien, Donald R. 
Welsh, Marta C. 


Wingfield, Edward 


Botsford, Jessica 
Eaton, Marilyn M. 
Feldman, Richard 
Hordell, Michael A. 
Kleeman, Richard 


Lawrence, JePhunneh 
Rockwood, Laura 
Serling, Susan 

Sorett, Stephen M. 


Baines, Elizabeth E. 
Kah, Marianne S. 
Luke, John H. 
Marchetti, Paul K. 


Colbreuner, Myron J. 
Grogan, Timothy K. 
Hurst, Teresa Mane 


Liebes, Gerald 


Prost, Sharon 
Turner, Fielding 


University of Maryland 

University of Pittsburgh 

University of Utah 

University of Connecticut 

Arizona State University 

Central Michigan University 

Saint Vincent College 

East Tennessee State 
University 

Bowie State College 


State University of New York 

George Washington University 

Rutger University School of Law 

University of Cincinnati 

George Washington University 
Law School 

Indiana University 

Hastings College of Law 

Columbia University 


-George Washington University 


Department of Labor 

Syracuse University 

University of Massachusetts 

Environmental Protection 
Agency 


Department of Labor 

University of Oklahoma 

Stanford University 

Department of Health, Education, 
and Welfare 

Civil Service Commission 

Department of Justice 
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International Division 


Office of 
Personnel Management 


Human Resources 
Division 

General Government 
Division 


Procurement and 
Systems Acquisition 
Division 


*Reported in May 1976. 
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Belasco, Amy F. 


Prager, Rolinde* 


Braley, Margaret G. 


Wilson, Maureen(NMN) 


Hall, Curtis C. 


Miller, Charles 


NEW STAFF MEMBERS 


University of Michigan 
American University 
Law School 


University of Maryland 


Chestnut Hill College 


Case Western Reserve University 


Loyola College 





READERS 
comm 


On the F-16 Audit 
Agreement 


From Director General of Special 
Studies, Kazuo Abe, of the Board of 
Audit of Japan comes the following in a 
letter dated November 19, 1976: 


“The Board of Audit of Japan is re- 
ceiving the GAO REVIEW regularly 
through the courtesy of the U.S. General 
Accounting Office. We at the Board are 
benefiting a lot from various readings in 
this journal. The Summer 1976 issue of 
the REVIEW carries an article entitled 
“Auditing the Arms Deal of the 
Century,’’ written by Mr. Robert Allen 


Evers. We are very much interested in 
the subject, that is, the audit agreement 
between the United States and four 
European countries, provided by the F- 
16 Technical Agreement No. 1. We 
believe the agreement is the pattern not 
only for future similar ones to be made 
by the United States, as Mr. Evers says, 
but also for the international cooper- 
ation in the field of government audit- 
ing among various countries. Such co- 
operation may become more and more 
desirable and necessary along with the 
ever expanding international economic 
relations and the increasing role of gov- 
ernments in it.”’ 
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Annual Awards for Articles Published in The GAO Review 


Cash awards are available each year for the best articles written by GAO staff 
members and published originally in The GAO Review. Each award is known as the 
Award for the Best Article Published in The GAO Review and is presented during 
the GAO awards program held annually in October in Washington. 

One award of $250 is available to contributing staff members 35 years of age or 
under at the date of publication. Another award of $250 is available to staff 
members over 35 years of age at that date. 

Staff members through grade GS-15 at the time of publication are eligible for 
these awards. 

The awards are based on recommendations of a panel of judges designated by the 
Comptroller General. The judges will evaluate articles from the standpoint of the 
excellence of their overall contribution to the knowledge and professional 
development of the GAO staff, with particular concern for: 

Originality of concepts. 

Quality and effectiveness of written expression. 

Evidence of individual research performed. 

Relevancy to GAO operations and performance. 


Statement of Editorial Policies 


. This publication is prepared for use by the professional staff members of the 


General Accounting Office. 

. Except where otherwise indicated, the articles and other submissions generally 
express the views of the authors, and they do not necessarily reflect an official 
position of the General Accounting Office. 

. Articles, technical memorandums, and other information may be submitted for 
publication by any professional staff member. Submission should be made 
through liaison staff members who are responsible for representing their 
offices in obtaining and screening contributions to this publication. 

. Articles submitted for publication should be typed (double-spaced) and 
generally not exceed 14 pages. The subject matter of articles appropriate for 
publication is not restricted but should be determined on the basis of presumed 
interest to GAO professional staff members. Articles may be submitted on 
subjects that are highly technical in nature or on subjects of a more general 
nature. 
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General Government Division 
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International Division 


Charles E. Hughes 


Logistics and Communications 
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Management Services 
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Field Operations Division 
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